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EXECUTIVE SUMMARY 


On June 4, 1986, federal and provincial 
Ministers responsible for regional economic 
development agreed to appoint a task force of 
officials “to identify approaches and measures 
which have been and will be effective in achieving 
the goals of regional development, in the past and 
for the next decade.” 

The work of the Task Force on Regional 
Development Assessment was carried out in two 
phases. The first was a retrospective assessment of 
regional development program efforts over the past 
20 years. This phase resulted in an interim report 
presented to Ministers on October 29, 1986. The 
second phase was prospective. It sought to identify 
the direction regional development efforts should 
take over the next decade. The final report of the 
Task Force was presented to Ministers on May 28, 
1987. Both the interim and final reports have been 
combined in this publication. 

In their retrospective analysis of regional 
development practice and experience in Canada, 
the Task Force came to the following conclusions. 


i) The resources applied specifically to regional 
development over the past 25 years have 
been small in relative terms, less than 3% of 
total federal economic expenditures. Greater 
expenditures could well have had signifi- 
cantly greater results. 


li) Regional development efforts in the 1970s 
were effective and successful in the context 
of the amount of resources applied to them. 
The principal reason for success was that the 
majority of the funding was spent on pro- 
graming designed to meet the needs of the 
areas in which it was applied. 


iil) The frequently expressed negative view of 
regional development programs is to a great 
extent due to the expectations raised by such 
programs. Results must be judged on the 
resources used to achieve them in relation to 
the scope of the problem. 


iv) Flexibility is vital to regional development. It 
is important to note that national programs 
that tend to support the status quo will, by 
definition, tend to increase regional dispari- 
ties. 


From the review of the economic environment 
in prospect over the next decade, it was concluded 
that: 


1) overall, the resource sectors will account for 
a declining rather than expanding share of 
the contribution to earned income and 
employment growth in Canada’s regions; 


11) the critical factor in international competi- 
tiveness will be the application of technology 
to products and processes; 


111) the most pervasive trends in the structure of 
output and employment are the emergence 
of a dynamic and expanding service sector 
and of a vibrant small business economy; 


iv) small business and entrepreneurial develop- 
ment represent the most promising footholds 
for market-based development in all regions 
of Canada; 


v) acontinuing shift of income and employment 
from rural to urban areas is an inevitable 
consequence of economic change; 


vi) regional competition and comparative 
advantage in Canada will be based increas- 
ingly upon economic competition and 
specialization among urban centres; 


vii) traditional impediments to a more decentral- 
ized pattern of economic activity (namely 
market size and transportation costs) will be 
less of a determinant in the future of knowl- 
edge-based industries, but in the absence of 
concerted efforts to stimulate regionally 
based urban centres, the market conse- 
quences of structural change will increase 
regional disparity in Canada; 

viii) technological opportunity will accelerate the 


pace of economic change, reinforced by the 
flows of trade and investment; and 


ix) effective regional development policies need 
to place a premium on measures which 
promote flexibility and adaptability in the 
regional economies. 


Based on analysis of the record and prediction 
of future trends, the Task Force identified some 
general orientations to direct regional development 
policy over the next decade. The Task Force 
suggests that a new agenda is called for, one that 
takes a broader-based approach to regional 
development and regionally based strategies. The 
key elements of that agenda are highlighted, 
focussing on five main areas: 


i) design of the transfer system in ways that 
encourage productive employment supported 
by income security measures; 


11) re-orientation of the education and training 
system as a key component of public invest- 
ment in regional economic development; 


ill) diffusion of innovation and technology as a 
prerequisite for structural improvement of 
the less advantaged regions; 


iv) promotion of entrepreneurial development 
and small business formation to support 
employment growth and wealth creation; 
and 


v) urban specialization as a component of 
regionally based development strategies. 


In addressing the question of national policies 
and regional development, the Task Force adopted 
an institutional perspective and observed that: 


1) joint planning and programing between the 
federal and provincial or territorial govern- 
ments can provide an effective mechanism to 
reconcile national policies and regional 
development; 


11) sectoral policies and programs are most 
responsive to regional development objec- 
tives when their objectives form part of the 
collective decision-making and priority- 
setting process of Ministers; 


ili) regionally sensitive implementation of 
sectoral policies and programs works best 
when there is a significant degree of delega- 
tion to regional managers accompanied by 
flexibility in program design; 


iv) the regional effectiveness of government 
policies and programs is enhanced by 
advance consultation with the target client 
groups of the initiatives; and 


v) efforts to strengthen the economic structure 
of less-advantaged regions will require a pro- 
active government role with the private 
sector, backed by resources and a willingness 
to innovate and experiment with policies and 
program design. 


Implicit throughout the report is the view that 
regional development and economic federalism are 
part of the Canadian reality. The regional develop- 
ment agenda is a very broad one which does not 
lend itself to the narrow confines of government 
activity. A forward-looking regional development 
agenda needs to cast a very broad net to capture 
those elements which are most relevant to the 
achievement of equity and prosperity. 


Editor’s note: This report was completed in May 1987. 
Chapter 3.2 “Implications of Canada-U.S. Freer Trade for 
Regional Development” should be read in light of the elements 
of the Canada-U.S. Freer Trade Agreement announced 
October 4, 1987. 


FOREWORD 


The Task Force on Regional Development 
Assessment was established by Federal and Provin- 
cial Regional Development Ministers at their 
meeting in Belleville, Ontario, on June 4, 1986. The 
objective of the Task Force was “‘to identify 
approaches and measures which have been and will 
be effective in achieving the goals of regional 
development, in the past and for the next decade.” 
The terms of reference agreed by Ministers are 
included in Annex 1. 

Our point of departure has been the principles 
for regional economic development enumerated by 
Ministers in the Intergovernmental Position Paper 
of June 1985. Our objective is to support the 
cooperation among governments necessary for the 
successful pursuit of those principles. 

The first phase of our work provided a retro- 
spective on regional development practice and 
experience in Canada. An interim report was 
submitted to Ministers at their meeting in Ottawa 
on October 29, 1986. The report offered a number 
of observations and conclusions about conditions 
for success in the design and operation of policies 
and programs directed to regional development. 

Ministers agreed that the second phase of the 
work of the Task Force should address the orienta- 
tion of regional development policy over the next 
decade including, inter alia: 


1) regional development programing appropri- 
ate to the future economic environment; 
11) the relationship between Canada/U.S. trade 


negotiations and regional development 
policies and programs; 


lil) resource allocation to regional development; 


iv) mechanisms for sensitizing national policies 
and programs to regional development needs; 
and 


v) institutional arrangements appropriate for 
regional development. 


eas 


rr 


The second report was submitted to Ministers 
at their meeting in Whitehorse on May 28, 1987. 
The report was prospective, starting from a general 
conclusion of the interim report, namely that “the 
major focus of regional development should be 
measures to strengthen the capacity of a region to 
generate wealth with special emphasis given to 
those regions characterized by long-term structural 
weakness in their economic base.” 

In the second report we gave particular 
attention, therefore, to policy and program direc- 
tions of special importance to the process of wealth 
generation and self-reliance, and relevant to the 
structural development of less advantaged regions. 
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1. REGIONAL DEVELOPMENT: 
THE CONTEXT 


Regional disparity is a fact of life in Canada. 
Our challenge is to understand the problem and 


produce an effective response to alleviate its effects. 


This chapter sets the stage for a detailed review of 
regional development in Canada by looking at the 
broad objectives of regional development policy 
and identifying the wide range of issues related to 
that policy, followed by a brief review of economic 
indicators and trends. 


1.1 Objectives and Issues 


This section provides a setting for what 
follows by looking at the objectives of regional 
policy and at major issues in the current discussion 
of regional development in Canada. 


1.1.1 Objectives 


Regional policy is an expression of fiscal and 
economic federalism in Canada. It seeks to com- 
bine equity with prosperity. These broad objectives 
have been pursued in two main ways: 


i) through means to ensure the equitable 
provision of comparable public services 
across regions; and 


11) through means to stimulate growth and 
achieve a more equitable distribution of 
income and employment among regions. 


With respect to public services, the principal 
mechanism is the fiscal arrangements applying to 
Established Programs Financing (EPF) for health 
and post-secondary education and to equalization, 
where the objective has been to achieve comparable 
public services at comparable tax rates. These are 
large-scale, mature systems and there is unanimity 
that these systems, financed by the Government of 
Canada, substantially enable the equitable provi- 
sion of public services across regions. 

While economic development properly con- 
cerns itself with the stimulation of growth and 
development in all regions, the reduction of 
regional disparities has been the most persistent 
theme underlying regional development efforts in 
the post-war period, from the Gordon Commission 
through the operation of the Department of 
Regional Economic Expansion (DREE) to the 
present. 


Regional differences in income levels relative 
to the national average have consistently been cited 
as the most fundamental indicator of regional 
economic disparities. The pursuit of a more equita- 
ble regional distribution of income has taken two 
forms — regional development programing and 
personal transfers from governments. 

To the extent that differences in market or 
earned income are recognized as the source of the 
problem, a range of “regional development”’ 
initiatives have been used to raise the capacity of a 
region to generate wealth. 


Regional differences in earned income reflect 
differences in unemployment rates. The operation 
of the Unemployment Insurance system together 
with other income security measures has led to a 
situation where transfers to individuals are now a 
much larger part of the “equalizing” mechanism 
than regional development efforts aimed at increas- 
ing the generation of wealth. Indeed, an objective 
assessment would conclude that transfers to 
individuals are now the principal means to reduce 
regional income disparities. 

Regional differences in unemployment rates 
relative to the national average are also cited as a 
primary indicator of regional economic disparities. 
It is the case that the slower growth and recession 
during recent years have led to much higher 
unemployment rates, including extremely high 
rates in traditional areas of regional disparity and a 
marked increase in unemployment rates in the 
West, notably British Columbia and Alberta. 
Regional differences in unemployment rates are 
now viewed as at least, if not more, pressing than 
differences in income. 

Measures to stimulate or protect employment 
in particular regions are by no means confined to 
traditional areas of regional disparity. Indeed, the 
adjustment process in Central Canada has led to a 
greater preoccupation with the employment 
implications of “industrial policy.”’ However, a 
range of interventions under the rubric of “regional 
development” have been employed with a view to 
raising the capacity of a region to generate jobs. 
Those considered to be “developmental” centre on 
employment generated through viable business 
investment in the private sector or on durable 
public sector investment in various forms of sup- 
porting infrastructure. 

In addition, during the 1970s, substantial 
expenditures were made by governments to stimu- 
late “short-term job creation’, principally Canada 
Works, and because these allocations usually took 


account of unemployment levels, such expenditures 
were more prominent in traditional areas of dis- 
parity. 

These components of regional policy are set 
out in Table 1.1, emphasizing that regional 
development programs per se represent only one 
component addressed to regional economic dis- 
parity. Moreover, this table refers only to those 
policies which are explicitly addressed to regional 
disparities and excludes the range of national and 
sectoral policies which have differentiated regional 
impacts. 


Table 1.1 
Components of Regional Policy 


Mechanism 


Objectives Program Area 


e fiscal 
arrangements 


¢ inter-governmental 
transfers 


* equitable provision 
of public services 


¢ equitable distri- 
bution of income 


* measures to ° regional 
accelerate growth | development 


¢ transfers to * social 
persons security 


¢ equitable levels 
of employment 


¢ measures to ° regional 
accelerate growth | development 


¢ short-term job 
creation 


¢ employment 


It is important to note that this framework for 
assessment reflects a traditional view of regional 
development in Canada, namely a comparison of 
economic performance against the national aver- 
age, using a province as an economic entity as the 
basis of comparison. Clearly this leads to a focus on 
regional economic disparities among provinces. 

An alternative would be to view regional 
development as economic development of the 
regions, focusing less on disparities among prov- 
inces and more on efforts to maximize growth in all 
regions or provinces, based on their strengths. The 
Task Force recognizes that this broader approach 
is reflected in the Intergovernmental Position Paper 
of June 1985. This report contains a number of 
observations and conclusions which are equally 
applicable to such a view of regional development 
policy, particularly in relation to the role and 
regional impact of national and sectoral policies. 
This applies especially to the economic difficulties 
now faced by western provinces, which are of more 
recent origin and stem primarily from international 
economic developments. The fact remains that any 
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retrospective on regional development practice in 
Canada can be expected to concern itself with 
regional economic disparities because this has been 
the focus of regional development policy in the last 
20 years. 


1.1.2 Issues 


Within this framework for assessment, it is 
possible to identify a range of issues, concerns and 
perceptions which permeate the discussion of 
regional development policies and their effective- 
ness. The list below is representative of issues 
which the Task Force has examined. 


i) Despite regional development efforts, 
regional disparities remain much the same. 


ii) The principal mechanism for reducing 
regional economic disparities has been 
personal and fiscal transfers from govern- 
ments, and these are directed at symptoms 
not causes. 


iii) Fiscal and personal transfers are now so 
expensive that significantly higher levels 
(i.e., greater reliance on transfers) appear 
unlikely. 


iv) Recipients of these transfers do not want 
more dependence (transfers or make-work) 
but more opportunity for self-reliance. 


v) Regional development efforts have been 
either insufficient or ineffective in increas- 
ing the capacity of lagging regions to 
generate wealth. 


vi) Efforts to attract large-scale “investment- 
in” have not been cost-effective, and 
benefits from such investment have gener- 
ally been short-lived. 


vii) Development efforts have been pursued in 
the absence of a “level playing field” 
because national and sectoral policies tend 
to build on the economic strengths of 
wealthier regions; as those strengths 
become vulnerable to international compe- 
tition, industrial policy interventions 
exacerbate this problem. 


vill) Development is a long-term process; by 
contrast, development efforts have often 
been ad hoc and subject to frequent change 
in the absence of a regional development 
policy which focuses on specialization 
within and among regions. 


ix) ““Ad-hocery” in development efforts 
encourages competitidn among regions in 
which economic and political factors are 
determinants. 


x) Expectations about what governments can 
achieve to reduce regional disparities are 
markedly out of line with economic reality 
and experience. 


These issues are examined more fully in the 
sections which follow. We begin with a brief review 
of economic indicators and trends. 


1.2 Overview of Indicators and Trends 


To answer the question whether regional 
disparities have changed significantly over the last 
20 years, we begin by looking at those indicators 
which may be viewed as proxies of a region’s 
capacity to generate wealth and income. 

Table 1.2 provides data on earned (or market) 
income per capita for selected years in the period 
1966-84. 


Table 1.2 


Earned Income per Capita by Province and Terri- 
tory, Selected Years, 1966-84, Relationship to 
National Average 
(Canada=100) 


1966 1971 1976 1981 1984 


Newfoundland W253 54.8 56.1 53.4 54.8 


Prince Edward Island S245 SH) C02 SOO ile 
Nova Scotia Vole 49 A OLD 
New Brunswick 65.1 68.1 69.0 64.9 67.5 
Quebec 89.2 87.8 90.4 89.9 90.0 
Ontario RUG 3 INO 2 NAS) KOS. 3357/ 
Manitoba 91.0 93.7 93.9 92.9 95.5 
Saskatchewan 92.3 78.7 99.5 98.9 86.9 
Alberta 99.0 98.6 105.0 114.4 107.4 
British Columbia 111.0 109.5 109.5 109.7 102.9 


Yukon & N.W.T. Soule USF R047 oel05 Bae 112-0 


Sources: Statistics Canada, 13-213 
Donald J. Savoie, Regional Economic Development, 
Canada’s Search for Solutions, University of Toronto Press, 
1986 


The following can be observed: 


—in terms of “closing gaps” there has been some 
modest improvement in Atlantic Canada, not- 
ably in P.E.I., though very little in Newfound- 
land; 


—some improvement has occurred for Manitoba, 
while Quebec has changed little and Saskatche- 
wan and B.C. have seen deterioration; 


—Atlantic Canada remains well below the national 
average — in the range of 54.8% for Newfound- 
land to 76.9% for Nova Scotia; 


—the territories have seen dramatic improvement, 
joining B.C., Alberta and Ontario above the 
national average; and 


—all regions are better off in absolute terms. 


These observations are corroborated by data 
on gross domestic product per person in the period 
1966-84 as shown in Table 1.3. 


Table 1.3 


Provincial Gross Domestic Product at Market 
Prices, per Capita, by Province and Territory, 
Selected Years, 1966-84, Relationship to National 
Average 
(Canada=100) 


19661971 91976 e193 1 ee 1984 


Newfoundland 5 XH? S30 S20) SOS 


Prince Edward Island AN Gk SB} Sy BOS) BOS 
Nova Scotia 63.0 67.9 66.0 61.3 69.0 
New Brunswick Gil, Gv Odes Wsisil 65.1 
Quebec 89.9 88.9 88.1 86.0 85.7 
Ontario We eel ese OSFA RS O65 mOS.0 
Manitoba S7/oll 90.7 91.4 88.1 90.5 
Saskatchewan 99.6 86.9 101.2 108.8 99.7 
Alberta L093 wrlO 6 weis7. 9146.0; 914741 
British Columbia 109.2 106.8 108.6 109.4 100.1 


Yukon & N.W.T. LOS Smet O7.0m Poo e211 60:0 


Sources: Statistics Canada, 13-213 
Savoie, op. cit. 


In short, Atlantic Canada clearly continues to 
lag the country in its capacity to generate wealth 
and, as a region, remains consistently weaker in 
economic terms than any other province or region. 
Quebec, Manitoba and Saskatchewan continue to 
represent a second tier above the Atlantic but 
below the national average. 

These numbers throw into bold relief the 
extraordinary gains that would be required to 
significantly reduce regional disparities. In the 
extreme case of Newfoundland, for example, the 
provincial rate of growth of gross domestic product 
would likely have to be four to five times the 


national average over the next decade to approxi- 
mate the national level. Clearly there is a massive 
gap between expectations of what governments 
might achieve in reducing disparities and what is 
likely to be achievable in light of the structural 
causes of these disparities. 

Turning to personal income per capita, which 
includes transfers to individuals in addition to 
earned income, a somewhat different picture 
emerges from Table 1.4. 


Table 1.4 


Personal Income per Capita, by Province and 
Territory, Selected Years, 1966-84, Relationship 
to National Average 
(Canada= 100) 


1966 1971 1976 1981 1984 


Newfoundland 59.9 63.8 68.1 64.9 67.3 


Prince Edward Island 60.1 63.7 68.2 67.4 #£x2%71.5 
Nova Scotia Tees VIS. RSS RS te 
New Brunswick re) 7S TSS) 8 
Quebec SOP eS Se ao 3 2S SSIES SLO 
Ontario 116.4 117.0 109.6 107.7 109.9 
Manitoba 91.9 94.1 93.1 93.0 95.4 
Saskatchewan Oy Oe} th OS SOL 
Alberta 100.1 99.0 102.4 110.2 106.7 
British Columbia 111.6 109.0 108.8 101.7 102.5 


Yukon & N.W.T. 80.8 86.8 91.4 101.7 108.3 


Sources: Statistics Canada, 13-201, 11-003 
Savoie, op. cit. 


Table 1.4 shows that: 


—transfers have narrowed the gap most appreci- 
ably in Atlantic Canada, notably in Newfound- 
land and P.E.I., but the region remains well 
below the national average and all other regions 
— in the range of 67.3% for Newfoundland to 
81.1% for Nova Scotia; and 


—Quebec and Manitoba have seen some modest 
improvement while Saskatchewan’s relative 
position has fluctuated markedly. 


Notable in the improvement of personal 
income, has been the role of U.I. payments, which 
have increased at a rapid rate in all provinces. As 
illustrated in Tables 1.5 and 1.6 below, U.I. pay- 
ments have increased massively, and personal 
transfers from governments have become a main- 
stay of personal income, notably in the Atlantic. 


Table 1.5 


Unemployment Insurance Payments, per Capita, 
by Province and Territory, Selected Years 
1966-85 
(Current Dollars) 


1966" =19 715019765 1981 Beloss 


Newfoundland 36.5.) .612350326:29517.65.95522 


Prince Edward Island ils) CHS PAT ZIROS)  ¥S 
Nova Scotia 21,2 49.4. 184.6" 2798 S518 
New Brunswick 25.9 55.1 267.4 408.0 720.4 
Quebec 16.3 46.1 199.2 282.2 481.8 
Ontario 1G Saeee 4 lesen 45.9 eS le 
Manitoba 123557 4355 68:5 133:5° 2972 
Saskatchewan 94 28.1 56.5 98.1 252.9 
Alberta See 46.8 76.0 356.7 
British Columbia 17.6 50.8 163.4 171.6 489.5 
Yukon/N.W.T. - - 153.8 159.4 486.5 


Canada 14.7 41.3 144.9 198.3 403.3 


Sources: Statistics Canada 13-213, 11-003, 73-001 


Table 1.6 


Personal Transfers as a Share of Personal Income, 
by Province and Territory, Selected Years, 
1966-84 
(Percent) 


1966 1971 1976 1981 1984 


Newfoundland 19.0 23.3 276 26.6 30.4 


Prince Edward Island 179 202 92216) 22 4 ere 
Nova Scotia Wel 148° 17.2 V6 y/o 0 
New Brunswick 12.9 16.1 LOLS 19:92 
Quebec $.25 12.0, “15:1 ~ 13:03 eaiies 
Ontario 6.7 9.6 10.2 wes IMLS 
Manitoba O0L ella 1S 1222 ea 
Saskatchewan ee ee Be O29 | 13.6 17% 
Alberta 9.1 eo eee LOSS 9.7 14.0 
British Columbia Se) ee Oey mame tel tia 1533 


Yukon/N.W.T. 3.8 6.3 a1 8.5 “te 


Source: Statistics Canada, 13-213 


A second perspective on the evolution of 
regional economic disparities relates to a region’s 
capacity to generate employment for its labour 
force. In terms of employment growth, the record 
in Canada over the last 20 years is impressive, and 
during the 1970s in particular, all regions shared 
substantially in employment growth, as shown in 
Table 1.7. 


Table 1.7 


Employment Growth by Province, 
Selected Periods 
(Percent) 


1966-71 1971-76 1976-81 1981-85 


Newfoundland 9.8 16.3 14.0 = 17 


Prince Edward Island i 13.5 11.9 Say 
Nova Scotia US 13.6 10.3 4.7 
New Brunswick 5.9 14.7 eS 1.9 
Quebec 7.4 12.9 11.0 2.9 
Ontario 14.7 17.0 14.5 55) 
Manitoba 8.0 Al 8.5 4.1 
Saskatchewan Dell eZ 12.4 6.4 
Alberta 15.9 30.3 37.4 —2.5 
British Columbia 21.9 22.4 24.4 = 33) 


Canada 11.9 16.9 16.1 2.8 


Source: Statistics Canada, 71-001 


Viewed against a background of steady labour 
force growth, however, it is apparent that employ- 
ment has not grown enough to bring down rates of 
unemployment and that the gradual increase in 
unemployment rates has had markedly different 
regional impacts. As shown in Table 1.8, the record 
since the mid 1960s shows a secular increase in 
unemployment rates throughout the country, but 
with dramatic increases in Eastern Canada and 
more recently in Alberta and B.C. 


Table 1.8 


Provincial and Canadian Unemployment Rates, 
Selected Years, 1966-85 
(Percent) 


L966 1971 1976 1981 Se 1985 


Newfoundland Da 7 8.4 13.3 13.9 21.3 


Prince Edward Island — 2 Oy We Wah 
Nova Scotia 4.7 6.9 9.5 NO) aes 
New Brunswick Se3 6.0 Wily WLS S22. 
Quebec 4.1 eS So OS meleS 
Ontario 2.4 4.9 6.2 6.6 8.0 
Manitoba 2.8 S7/ 4.7 5.9 8.1 
Saskatchewan 1.4 3.6 3.9 4.7 8.1 
Alberta Des 5.6 4.0 3.8 10.1 
British Columbia 4.6 ee, 8.6 6.7 14.2 
Canada Be 6.2 Wal pee Os) 


Source: Statistics Canada, 71-001 
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A number of general observations and conclu- 
sions can be drawn from this overview of indicators 
and trends: 


—all regions experienced substantial growth in 
output and employment in the 1970s but this 
growth has slowed dramatically in the 1980s; 


—in terms of “closing gaps” relative to the national 
average, disparities in earned income have not 
changed greatly; 


—disparities in personal income have been reduced 
somewhat, largely due to increases in personal 
transfers from governments; 


—the secular increase in unemployment rates has 
seriously exacerbated the problem of disparities 
in Eastern Canada and poses new regional 
development concerns in the West; 


—throughout the last 20 years, regional disparities 
have been most evident in Eastern Canada, 
pointing to deep-seated and persistent structural 
problems, a situation which suggests that both 
expectations of governments and efforts by 
governments need to be re-focused; and 


—in light of these trends, the major focus of 
regional development should be measures to 
strengthen the capacity of a region to generate 
wealth, with special emphasis given to those 
regions characterized by long-term structural 
weakness in their economic base. 


This brief economic overview leaves aside the 
question of what part regional development efforts 
by governments have played in influencing the 
pattern of regional growth and reducing regional 
disparities. In the following section, we examine 
this issue in terms of the resources that have been 
allocated to regional development in Canada. 
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2. APPROACHES TO REGIONAL 
DEVELOPMENT: PAST AND PRESENT 


The objective of this chapter is, first, to review 
-the funding and programing instruments used in 
Canada over the past quarter of a century to 
promote regional development and, second, to draw 
on that experience for a discussion of alternative 
approaches to allocating government resources to 
regional development programs. 


2.1 Spending on Regional Development: 
Transfers versus Development Expenditures 


Federal expenditures on regional economic 
development represent only one element of those 
expenditures designed to address regional differ- 
ences in income and wealth. Regional development 
expenditures can usefully be compared with federal 
transfers to individuals and to provinces. 


2.1.1 Federal Transfers to Individuals 


In 1984, federal transfers to individuals 
totalled around $37 billion, as shown in Table 2.1. 
Family Allowances, Old Age Security and Canada 
Pension Plan/Quebec Pension Plan (CPP/QPP) 
payments are universal transfers in the sense that 
each treats individuals identically in similar cir- 
cumstances. As a result, the impact of these pay- 
ments differs among regions, largely because there 
are regional variations in the relative distribution of 
children and senior citizens. 


Table 2.1 


Major Federal Transfers to Individuals 
($ million) 


1974 1984 
Child Tax Credit 0 1,300 
Family Allowances 1,769 2.393 
Old Age Security Payments 33303 )~— 10,998 
CPP/QPP Payments 495 5,599 
Unemployment Insurance Benefits AWA 9,934 
Training Allowances 150 103 
Miscellaneous 1,362 6,315 
Total 9,200 36,643 


Source: Statistics Canada, 13-213 


The most significant transfer payment to 
individuals that is sensitive to regional economic 
conditions is Unemployment Insurance (U.I.) 
benefits. The massive increase in the flow of funds 


under this system is shown in Table 2.2 and the 
marked regional variation in the significance of 
these transfers is illustrated more fully in Table 
2.3. These are resources which are being trans- 
ferred to compensate for the incapacity of regions 
to generate income from employment. Put another 
way, these transfers redistribute income and do not 
add to economic efficiency. National and regional 


Table 2.2 


Unemployment Insurance Payments by Province 
and Territory, Selected Years, 1966-85 
(Current $ millions) 


1IS66" S971 D7 Gay LOST MISsS 


Newfoundland 18 32 182 294 554 


Prince Edward Island 3 5 32 53 107 
Nova Scotia 16 39 153 237) 457 
New Brunswick 16 35 181 284 518 
Quebec 94 218m A242 eS li e371 
Ontario 82 318 ORS DES == WSS 
Manitoba 1. 43 70 137 318 
Saskatchewan 9 26 Bw 95 258 
Alberta 12 54 86 170 838 
British Columbia 33 ela 403 471 1416 
Yukon/N.W.T. O* 0* 10 11 36 


Canada 289 893352 4525" 10227 


* Amounts less than $0.5 million 


Totals may not sum up due to rounding 
Sources: Statistics Canada, 13-213, 73-001 


Table 2.3 


Unemployment Insurance Payments by Province 
and Territory, 1985 


Per Capita 


Payments 
Payments Relative 
Per Capita to Canadian 
(current $) Average 
Newfoundland 955.2 236.8 
Prince Edward Island 842.5 208.9 
Nova Scotia 518.7 128.6 
New Brunswick 720.4 178.6 
Quebec 481.8 119.5 
Ontario 281.4 69.8 
Manitoba 297.2 Wad 
Saskatchewan 252.9 62.7 
Alberta 356.7 88.4 
British Columbia 489.5 121.4 
Yukon/N.W.T 486.5 120.6 


Canada 403.3 100.0 


Sources: Statistics Canada, 13-213, 11-003, 73-001 


economic efficiency would be advanced if there 
were more development and wealth creation, fewer 
transfers and less dependency. 


2.1.2 Federal Transfers to the Provinces 


In 1985-86, federal cash transfer payments to 
the provinces totalled approximately $20 billion. If 
the tax points transferred to the provinces as part 
of the Established Programs Financing (EPF) 
Arrangements Act are included, the total is $26.5 
billion. 

The largest component of these transfers is 
the Fiscal Arrangements, comprising payments for 
the established programs and for equalization. In 
1985-86 the Fiscal Arrangements accounted for 
$14 billion, or 70% of the federal government’s 
cash transfer payments to the provinces. The EPF 
arrangement transfers cash and tax points to the 
provinces to finance health care and post-secondary 
education. 

Equalization is an unconditional transfer 
based on a province’s relative fiscal capacity 
measured against a defined standard. The purpose 
of equalization is to ensure that provinces have 
sufficient revenues to provide reasonably compa- 
rable levels of public services at reasonably compa- 
rable levels of taxation. Currently, Newfoundland, 
Prince Edward Island, Nova Scotia, New Bruns- 
wick, Quebec and Manitoba receive equalization 
payments. Equalization payments for 1985-86 
totaled $5.2 billion. 


The equalization system most directly 
addresses the consequences of disparities in the 
capacities of different regions to generate wealth as 
these consequences relate to the revenue raising 
ability of provincial governments. The estimated 
distribution of equalization payments by province 
for 1985-86 is as follows: 


$ million 
Newfoundland 670.6 
Prince Edward Island 13587 
Nova Scotia 606.4 
New Brunswick 612.8 
Quebec 2,808.0 
Ontario — 
Manitoba 415.1 
Saskatchewan — 
Alberta os 
British Columbia — 
Total 5,248.6 


It is evident that the Fiscal Arrangements 
have resulted in a mature system enabling public 
services to be provided on a more equal basis in 
spite of differences in wealth among the regions. 
This equalizing effect is shown in Table 2.4, which 
sets out provincial fiscal capacity from revenues 
they raise themselves (“‘own-source’’), with equali- 
zation and all transfers included. 


Table 2.4 


Indices of Fiscal Capacity, 1977-78 and 1985-86 
(National Average = 100) 


1977-78 
Own OS + Equa- 

Source lization 
Newfoundland a7 83 
Peel) oi) 85 
Nova Scotia 65 85 
New Brunswick 65 85 
Quebec 80 87 
Ontario 95 89 
Manitoba 80 88 
Saskatchewan 104 101 
Alberta 201 207 
British Columbia bs 108 


Source: Ontario Ministry of Treasury and Economics 


1985-86 
OS + All Own OS + Equa- OS + Al 
Trsfrs. Source lization Trsfrs. 
90 60 87 91 
97 61 87 93 
88 aie) 87 89 
89 67 87 92 
92 79 87 92 
88 98 92 91 
91 81 88 90 
102 105 99 100 
188 200 188 17s 
105 104 98 99 


2.1.3 Federal Expenditures for 
Regional Development 


There is a variety of ways in which federal 
expenditures on regional economic development 
can be calculated but there is no commonly 
accepted data base. We have chosen to focus on 
those expenditures which are usually perceived as 
explicitly regional, recognizing that these may not 
be all-inclusive. 


Table 2.5 sets out those expenditures related 
to programing under joint arrangements between 
Canada and the provinces, namely the General 
Development Agreements (GDAs) and Economic 
and Regional Development Agreements (ERDAs). 
These development expenditures are relatively 
small-scale and spread primarily among the 
provinces east of Saskatchewan. 


Table 2.5 


Selected Federal Regional Development 
Expenditures: GDAs and ERDAs, Selected Years, 
1976-85 
($ millions) 


1976/77 1981/82 1984/85 


Newfoundland 44.6 35,7 42.5 
Prince Edward Island * 34.2 20.1 6.0 
Nova Scotia 31.8 Sy) 56.2 
New Brunswick 34.2 47.7 44.8 
Quebec 42.8 O77 49.1 
Ontario 10.0 33.9 31.4 
Manitoba Dar 7/57) 32.4 
Saskatchewan 12.8 28.6 6.0 
Alberta 4.4 6.3 Sal 
British Columbia 35) 23.9 9.8 
Yukon/N.W.T. 0 1.8 0 

Canada 220.6 8X55), Ih MM 3} 


* Expenditure on Comprehensive Development Plan. There was no 
GDA signed between P.E.I. and Canada. 


Note: Does not include special Agricultural and Regional Develop- 
ment Act (ARDA) or Native Economic Development 
Programs. 


Source: DRIE, ERDA Management Branch. 


In addition, Table 2.6 sets out expenditures 
related to the two principal industrial incentive 
programs operational since the 1970s, namely 
assistance under the Regional Development Incen- 
tives Act (RDIA) and the Industrial and Regional 
Development Program (IRDP). It is evident that 
these programs have evolved to a point where their 


principal focus is in Ontario and Quebec, and in 
this sense they can be regarded as developmental 
programs which are sensitive to the industrial 
structures and needs of these regions. 


Table 2.6 


RDIA/IRDP Expenditures by Province and 
Territory, Selected Fiscal Years, 1971-85 
($ Thousands) 


1971/72* 1976/77 1981/82 1984/85 


Newfoundland 656 1,440 (O12 3,846 
Prince Edward Island Lei 1,944 2,143 3555 
Nova Scotia DN Sys! 9,372 7,500 7,914 
New Brunswick NDS. WN 37 7,055 20,589 
Quebec 29,674 33,332 74,745 116,799 
Ontario 10,251 Wl AWG GO NO) 
Manitoba 6,994 OAS WAS OI 
Saskatchewan 4,008 DD) 5,809 5,187 
Alberta 1,260 4,695 191 4,663 
British Columbia 9252 TGS 785 9,548 
Yukon/N.W.T = —— 307 103 
Canada 101,917 81,754 127,014 252,688 


* Includes industrial incentives under Special Area Programs and 
commitments made under the Area Development Incentive Act. 


Sources: DRIE and DREE/DRIE Annual Reports. 


2.1.4 Conclusions 


At the risk of generalization, the following 
points emerge from the evidence on transfers and 
development expenditures: 


—federal expenditures in response to differences in 
regional economic wealth primarily take the 
form of transfer payments rather than develop- 
ment expenditures; 


—in Atlantic Canada, this includes about $1.5 
billion in transfers to individuals under U.I. and 
$1.9 billion in transfers to provinces under 
equalization; by comparison, explicit regional 
development expenditures in 1984-85 for all of 
Atlantic Canada were in the order of $230 
million (i.e. around 15% of U.I. payments); 


—in Quebec, this includes about $3 billion in 
transfers to individuals under U.I., $2.8 billion in 
transfers to provinces under equalization, and 
explicit regional development expenditures of 
around $160 million; 


—on the basis of these data, development expendi- 
tures directed to the least advantaged areas 
represent an extremely small component of the 
federal expenditure budget, vastly overshadowed 
by transfer payments designed to compensate for 
under development; and 


—given this relatively low level of development 
spending, it is hardly surprising that greater 
progress in reducing regional disparities has not 
resulted from the efforts of governments. 


It is also worth noting that the transfer 
payments are embedded in statutory and formula- 
based systems which tend to be stable and predict- 
able and are generally indexed. Explicit regional 
development expenditures tend to be discretionary 
in nature and susceptible to variation according to 
economic and fiscal circumstances. 

Clearly, if all economic development expendi- 
tures by the the federal government under a variety 
of sectoral policies and programs were included, 
the imbalance between transfer payments and 
development expenditures would not be so marked. 
But their inclusion would also tend to emphasize 
development efforts outside the traditional areas of 
regional disparity since these other economic 
development expenditures (including those that are 
tax-based) tend to respond to the existing distribu- 
tion of economic activity in Canada. 


2.2 Development Initiatives: the Instruments 


Canada has had experience over approxi- 
mately 25 years with policies and programs aimed 
specifically at developing its regions and sub- 
regions. Initially, during the 1950s, provincial 
governments alone were concerned with economic 
development within their borders. During the 1960s 
and 1970s, the federal government took a more 
active role in regional development by developing 
and implementing its own programs and joint 
programs with the provinces. The early 1980s 
witnessed some retrenchment on the part of the 
federal government, but the mid 1980s have seen a 
renewed approach to federal/provincial program- 
ing, primarily under the Economic and Regional 
Development Agreements (ERDAs). 

Canadian experience with regional develop- 
ment programs includes assistance to rural areas, 
infrastructure support, growth centres, comprehen- 
sive development and financial assistance to indus- 
try. 


2.2.1 Assistance to Rural Areas 


The major programs aimed at assisting rural 
areas were the federal Prairie Farm Rehabilitation 
Act (PFRA), introduced in the 1930s and still 
operating today; the federal Maritimes Marshland 
Reclamation Act (MMFA), introduced in the late 
1950s; and the federal/provincial Agriculture 
Rehabilitation and Development Act (ARDA), 
introduced in 1961 and later renamed the Agricul- 
ture and Rural Development Act. 

These programs were specifically designed to 
address the adjustment problems of the changing 
agricultural economy in rural areas and included a 
number of social and economic measures. While 
these efforts cannot be viewed as leading to a major 
transformation of the areas affected, there is little 
doubt that the limited resources that were applied 
contributed to improving the social infrastructure 
of rural communities and assisting individuals to 
adapt to new circumstances. 

It should be noted also that since the 1970s, 
General Development Agreements (GDAs) and 
ERDAs have included a major component of 
resource management sub-agreements in forestry, 
agriculture and mining, which have played a major 
role in maintaining the competitiveness of indus- 
tries prominent in rural areas. 


2.2.2 Infrastructure Support 


Infrastructure support was provided by the 
federal government in the 1960s through the 
Atlantic Development Board which, between 1965 
and 1969, spent $186 million on highways, electri- 
cal generation and transmission facilities, and 
water and sewage systems, with a small amount 
($9 million) on industrial parks. More recently, 
federal support to the provinces for infrastructure 
has come by way of federal/ provincial Highways 
Agreements, through GDA and ERDA Subsidiary 
Agreements and, during the 1970s, through 
CMHC’s Community Services Program. While the 
link between infrastructure and economic develop- 
ment has to be forged with some care, it is apparent 
that during the 1960s and 1970s major strides were 
made with limited funds to ensure that the regions’ 
economic infrastructure would be supportive and 
attractive for private investment. 

These investments were providing a basic level 
of services to support development, but better 
returns on those investments might have been 
achieved if they had been more closely linked to an 
assessment of the overall structural problems of 


each region concerned. What is now apparent is 
that the infrastructure requirements of the 1980s 
and 1990s are more complex than those of the 
1960s and 1970s, because of the impact of tech- 
nology on the marketplace and the skill require- 
ments of the labour force. The pace of these 
changes suggests that a major re-examination of 
infrastructure requirements for regional develop- 
ment is overdue. 


2.2.3 Growth Centres 


The growth centre approach to development 
was espoused in the 1960s in Canada and found 
expression in the federal/provincial Special Areas 
program of DREE, introduced in 1969. The pro- 
gram largely supported infrastructure in designated 
areas across Canada. Its focus on major urban 
centres represented a change from the focus of 
previous programs on rural areas. There is substan- 
tial evidence that the growth of urban centres plays 
a major role in development, from the standpoint of 
developing a critical mass and network of busi- 
nesses and labour market skills and also in terms of 
creating the amenities necessary to attract investors 
and employees. This raises important issues for 
regional development policy; urban growth offers 
an efficient means to strengthen weaker regions, 
particularly in the small business and service 
sectors and in high-tech business which requires 
skilled workers. By contrast, regional development 
policy at both the federal and provincial levels 
lacks a coherent view of the importance of urban 
development. 


2.2.4 Comprehensive Development 


The Fund for Rural Economic Development 
(FRED), introduced in 1966 under the ARDA 
legislation, was Canada’s first attempt at address- 
ing the economic problems of sub-regions in a 
comprehensive manner. The concept was perhaps 
most forcefully pursued under the 1969-84 Com- 
prehensive Development Plan for Prince Edward 
Island which completely overhauled the educa- 
tional system, upgraded basic infrastructure, 
changed the provincial/municipal tax and expendi- 
ture system, assisted resource industries and 
provided for development of manufacturing and 
processing. These experiences led to a recognition 
of the importance of coordinated efforts by federal 
and provincial governments based upon a joint 
analysis and planning process which focused on the 
specific needs of the provincial economy and the 


flexible application of funded initiatives across a 
variety of key sectors. From a developmental 
standpoint, the GDAs are generally viewed as a 
very attractive model. The ERDAs are also com- 
prehensive, but without a comparable capacity to 
marshal efforts around regionally based priorities. 
The apparent success and popularity of these 
comprehensive programs can be attributed in large 
measure to their regional sensitivity resulting from 
decentralized planning and implementation based 
on real knowledge and understanding of the 
regional economies. 

In particular, their broad sectoral coverage 
enabled developmental efforts to focus on oppor- 
tunities and constraints appropriate to the struc- 
tural characteristics of the regional economies. 

It is important to note, however, that both the 
GDAs and ERDAs came to be mechanisms for 
inter-governmental cooperation on economic 
development with all provinces. Perhaps inevitably, 
this has led to a somewhat schizophrenic approach 
to regional development which attempts to combine 
economic development of all the regions and the 
reduction of regional disparities under a common 
umbrella. 


2.2.5 Financial Assistance to Industry 


The federal government first entered the field 
of locational incentives in 1960 when the Depart- 
ment of Trade and Commerce granted fast write- 
offs under a “double depreciation” program to 
firms locating in 35 designated “labour surplus 
areas” across Canada and producing a product not 
ordinarily manufactured within the area. In 1963 
the “double depreciation” program was changed to 
tax concessions under the Area Development 
Agency of the Department of Industry and in 1965 
to a system of grants under the Area Development 
Incentives Act (ADIA). Since 1965, the designated 
areas have been enlarged, the incentives increased 
and the eligibility criteria broadened under the 
Regional Development Incentives Act in 1969 and 
its successor, the Industrial and Regional Develop- 
ment Program (IRDP) in 1983, but the policy of 
providing grants to industry to locate in slow 
growth regions has remained intact. The tier 
system introduced in 1983 under IRDP, while 
creating anomalies, provides a means of enriching 
the incentive package in less developed areas, but 
the effectiveness of these incentives is clearly 
constrained by the extent to which there are busi- 
nesses to take up the measures. 


Tax credits came back into favour in 1975 
when the Investment Tax Credit program was 
introduced. It was enriched on a regional basis in 
1977 and further enriched regionally in 1980 with 
the introduction of the Special Investment Tax 
Credit. The reforms to the Investment Tax Credit 
system introduced in the Budget of 1985 target this 
particular measure more directly on areas of 
regional disparity and, in addition, a system of tax 
credits and grants was aimed at the development of 
a specific sub-region of Canada with the introduc- 
tion of the Cape Breton Investment Tax Credit 
(CBITC) and Topping-Up Assistance (TUA) 
program. Interest in the program is high, but it will 
not be possible to assess its effectiveness until it has 
been running for several years. 

In 1986, two new types of locational incen- 
tives were introduced — interest buy-downs and 
loan insurance under the Atlantic Enterprise 
Program (AEP) and increased regional public 
sector purchasing under the Atlantic Opportunities 
Program (AOP). As in the cases of the CBITC and 
TUA, it is too early to assess the effectiveness of 
these programs. 

Locational incentives are generally predicated 
on the notion that significant “footloose” invest- 
ment exists which can be influenced as to location 
by government support. In fact, the evidence 
suggests that most locational decisions by business 
are determined by other economic factors. The few 
examples of major investments responding to 
incentives to re-direct location indicate that the 
subsidy costs are extremely high and that the 
commitment to the location is fragile. Increasingly, 
evidence suggests that if location is flexible, it is 
more influenced by the business infrastructure of 
the locale — that is, skilled labour, access to related 
supplies and technologies, employee amenities and 
local tax and regulatory regimes. 


Evidence also indicates that what falls under 
the heading of locational incentives is more accu- 
rately described as financial assistance to existing 
business related to a variety of expansion or adjust- 
ment needs. The largest clientele in terms of 
regional development objectives is the small to 
medium-sized business which is less able to inter- 
nalize risk. This has important implications for the 
design and delivery of business assistance programs 
because these firms are less able to cope with the 
transaction costs of complex eligibility and 
approval systems. 

With regard to tax incentives, very little 
evaluation evidence is available. It is evident, 


however, that tax measures have application only 
to the extent that there is taxable income; by 
contrast, for smaller firms in a start-up or early 
expansion phase, the critical need is usually for 
front-end financing through direct financial assist- 
ance. 


2.2.6 Observations and Conclusions 


A number of conclusions can be drawn from 
the review of specific programs and instruments 
directed to regional development. 


—Given the reality that the economic structures 
and circumstances of various regions and sub- 
regions are significantly different, regional 
differentiation of policies and programs is 
singularly important if they are to be relevant 
and effective. 


—In general, regional and sub-regional circum- 
stances have been more clearly recognized under 
joint federal/provincial programs than under 
programs administered by one level of govern- 
ment. 


—The success of regional development programing 
has been related to the degree of decentraliza- 
tion, both federal and provincial, and the experi- 
ence of officials in developing and managing 
programs. 


—The success of a program depends critically on 
practical and workable design at the local level. 


—NMore predictability and permanency is needed; 
the record indicates that program changes have 
occurred frequently even though most develop- 
ment efforts take several years before significant 
results are obtained. 


—Comprehensive, multi-sectoral programing is 
more likely to address structural problems in 
development than reliance on industrial incen- 
tives. 


—The infrastructure requirements of the 1980s 
and 1990s are broader than those of the 1960s 
and 1970s, with emphasis on services, training 
and technology development as well as on 
physical infrastructure related to economic 
development. 


—Locational incentives are of questionable value 
and a variety of measures to assist existing small 
and medium-sized businesses are more appropri- 
ate, particularly in view of their pre-eminent role 
in employment creation and economic diversifi- 
cation. 


—The role of urban growth in regional develop- 
ment has been neglected given the dynamic role 
which urban centres play in employment crea- 
tion and service sector growth. 


—Finally, it must be recognized that programs 
aimed specifically at regional development 
represent only a small proportion of government 
expenditures within a region. Other expenditures 
— such as defence, energy, public purchasing and 
transportation — can be as important or more 
important to particular regions or sub-regions 
than regional development expenditures. 


2.3 The Resource Allocation Process 
in Regional Development 


As part of the terms of reference for this 
report, the Task Force was asked to consider 
alternative approaches to allocating government 
resources to regional development. We have exam- 
ined this question primarily from an analytical 
perspective recognizing, however, that in the final 
analysis the question is inextricably linked to policy 
choices. 

This part of the report outlines a number of 
mechanisms which can be used to allocate regional 
development expenditures and assesses them in 
light of our experience to date. Appendices review 
past trends in the federal government’s regional 
development allocations, the European experience 
in this area and resource allocation to regional 
development by the provinces. 

The development of an allocation mechanism 
or formula has attracted considerable interest in 
recent years. The arguments favouring the develop- 
ment of such a mechanism are, on the surface at 
least, relatively attractive. An established alloca- 
tion formula provides order and structure to the 
process of distributing regional development funds 
and allows both levels of government to plan their 
programing in an orderly and effective manner. An 
allocation formula based on a well understood and 
publicly accepted set of principles might reduce the 
political controversy surrounding the allocation of 
regional development funds. An environment 
characterized by a greater degree of consensus on 
the underlying purpose of regional development 
spending would allow for more effective priority 
setting by encouraging the participants to focus on 
selecting economic development projects on the 
basis of their development potential or merit. 

In reviewing the potential mechanisms or 
options for resource allocation, it is apparent that 


the mechanisms themselves are based on a wide 
variety of assumptions about the objectives of 
regional development programing. Some (such as 
those derived from the equalization system) are 
concerned with ensuring that government programs 
for economic development are equitably and 
adequately funded on a per capita basis. Other 
mechanisms, such as those based on regional 
allocation, assume that some balance in the distri- 
bution of funding is required to ensure that each 
region of the country is included. Interestingly, of 
all the allocation formulae used, few have 
attempted to isolate and measure the economic 
development potential or problems of areas. Where 
this has been attempted, for example in the use of 
development indices, significant technical problems 
have arisen. 

Indeed, most of the approaches used have 
tended to avoid a direct identification of develop- 
ment issues, but rather have focused on such 
indirect measures as economic need or regional 
equity as proxies for economic development. This 
tendency reflects a real ambiguity of purpose when 
one deals with the question of the rationale for 
regional development policy at the national level — 
a difficulty in determining whether regional 
development is primarily concerned with poor 
regions or promoting regionally appropriate forms 
of economic development in all regions of the 
country. 

Past experience with regional development 
expenditures does not shed a great deal of light on 
possible allocative mechanisms. In the first place, 
defining a regional development expenditure is an 
issue itself. While DRIE’s Industrial and Regional 
Development Program and the federal-provincial 
Economic and Regional Development Agreements 
have come to be thought of as the nation’s regional 
development programs, an argument can be made 
for including other programs such as grants and 
subsidies, tax expenditures and even transfer 
payments. As well, there is a need to focus on 
provincial expenditures in addition to federal and 
federal-provincial expenditures. Once a somewhat 
broader view of regional development expenditures 
is taken, past expenditure patterns do not offer 
much guidance for the future. 

This section explores eight options for allocat- 
ing resources to regional development. It should be 
noted that each option can be viewed as both a tool 
to designate areas of the country in terms of their 
developmental requirements and as a mechanism to 
allocate regional development funds. 


2.3.1 Allocation on the Basis of Fiscal Resources 
(i) Tax Points 


The reduction of federal tax to provide tax 
room or “points” for the provinces has become a 
method of transferring resources from one level of 
government to another. The federal government 
has transferred 13.5 percentage points of personal 
income tax and one percentage point of corporate 
income tax to the provinces for insured health 
services and post-secondary education under the 
Established Programs Financing (EPF) arrange- 
ments. The transfer of tax points is supplemented 
by cash transfers, and the total compensation is 
equalized in per capita terms for all provinces. 

In three program areas (EPF, the Canada 
Assistance Plan (CAP) and the now defunct youth 
allowances) Quebec has opted for tax transfers 
instead of cash transfers from the federal govern- 
ment. Arrangements have been made to ensure that 
the value of these abatements will be enriched if 
they fall short of, and be recovered if they exceed, 
the federal contribution that would have been 
provided had the province not opted out. 

Personal and corporate income tax points vary 
in value across the country as shown in Table 2.7: 


Table 2.7 


Value of Personal and Corporate Tax Points, 
1986/87 


Personal Personal Corporate Corporate 
tax point tax point tax point tax point 
$ millions $/capita $ millions $/capita 


Newfoundland 3239 9°29 Soe) 6.43 


PBI. bar 9.88 0.98 7.64 
Nova Scotia ile B27 6.05 6.85 
New Brunswick 8.11 24! 5.94 8.23 
Quebec 98.49 14.86 84.73 12.79 
Ontario 187.46 20.42 159.41 17.36 
Manitoba 15233 14.21 9.77 9.06 
Saskatchewan 14.44 14.14 10.07 9.87 
Alberta 48.37 20.24 98.53 Apes 
British Columbia 52.19 17.96 27.90 9.60 
N.W.T. LOS 202 1.54 30.29 
Yukon 0.46 19.9] 0.21 9.30 


Source: Department of Finance, “Established Programs Financing 
Second Adjustment to Advance Calculation, 1986-87”, 
January 8, 1987. 


There are three distinct mechanisms that 
could be applied in the use of tax points to allocate 
regional development funds: 


—use tax point values as an inverse index of 
regional need; 


—make tax transfers to the provinces a basis of 
federal-provincial regional development pro- 
grams; and 


—transfer development resources to the private 
sector, in a regionally selective way, through 
regionally varied tax rates. 


(a) Tax Points as an Index 


This alternative would essentially be a 
reduced form of the equalization formula approach 
discussed below. However, there is no obvious 
advantage to limiting the allocation mechanism to 
personal and corporate income tax. 


(b) Tax Transfers to the Provinces 


There are a number of factors that should be 
taken into consideration under this alternative: 


—There is no way of ensuring the value of the tax 
transfer would continue to be used for regional 
development. Neither federal nor provincial 
governments have been satisfied with the desig- 
nation of EPF transfers for health and post- 
secondary education. 


—The transfer of tax points has been permanent 
and has tended to relieve the federal government 
of further responsibilities in a given area (i.e. 
EPF, CAP). 


—The vacation of tax room, and subsequent 
federal abrogation of responsibility for regional 
development, would reduce the need for inter- 
governmental discussions and result in uncoor- 
dinated regional development activities. 


—The value of tax points varies across the country. 
Any given transfer of points would result in a 
disproportionate transfer of resources to the 
wealthier provinces. Even equalization only 
brings the transfer toward equality. If transfers 
sensitive to regional need are required, a tax 
transfer does not seem a good place to start. 


—Tax revenues are sensitive to economic condi- 
tions and cyclical factors and, therefore, the 
transfer of tax points may result in reduced 
revenues to provinces with weak economies in 
periods of recession. 


(c) Regionally Differentiated Tax Rates 


There have been strong public pressures 
against regionally differentiated tax rates, both in 
the case of the Quebec abatements and in that of 
regionally selective investment measures. Most 
studies suggest that the high “import leakage”’ 
from under-developed to developed provinces 
makes this option unworkable because the savings 
resulting from reduced tax rates could not be 
expected to be invested in the under-developed 
regions. 


Assessment: 


The transfer of tax points from the federal to 
provincial governments for regional development 
purposes is probably not a realistic option. 


(ii) Equalization Formula 


Recognizing that provinces have an unequal 
capacity to fund economic development and that 
fiscal capacity is an indirect measure of underlying 
economic circumstances, tying the allocation of 
regional development funds to the equalization 
formula could be considered. 

The equalization formula involves bringing 
per capita provincial revenues from 33 different 
sources up to the level of a representative average 
standard. That standard is based on the average 
per capita revenue for each revenue source in five 
“representative” provinces (Quebec, Ontario, 
Manitoba, Saskatchewan and B.C.). The repre- 
sentative average replaced the national average in 
1982 to address the effects of increasing resource 
rents. 

One option would be to provide federal 
regional development assistance only to those 
provinces receiving equalization payments as 
recommended by the Royal Commission on the 
Economic Union and Development Prospects for 
Canada. This option seems drastic as there are 
disparate sub-provincial areas in non-equalized 
provinces (e.g., the B.C. interior and Northern 
Ontario). 

However, application of the equalization 
formula does not necessarily have to be black and 
white, identifying those provinces that get assist- 
ance and those that do not. Rather it could be used 
to apportion funds available for regional develop- 
ment but on the understanding that some floor, or 
base amount (perhaps calculated on a per capita 
distribution), would be available to all provinces. 


The result would be that the equalized provinces 
would get the lion’s share of the available funds but 
all provinces would get some resources. 


Table 2.8 


Provincial Allocation Based on Equalization 


Equalization 


Fiscal 1985/86 Per 

Capacity Share Capita 

1985/86 % $ 
Newfoundland 58.2 1s 1108.3 
Prince Edward Island 60.1 2.6 LO Sie 
New Brunswick 65.7 11.8 852.9 
Nova Scotia 724 LD 660.1 
Quebec 79.5 53.9 423.4 
Ontario 98.4 — — 
Manitoba 80.0 8.3 398.4 
Saskatchewan 104.3 — — 
Alberta 20155 — — 
British Columbia 102.1 — — 
Canada 100.0 100.0 749.0 
Average 


Sources: Canadian Tax Foundation, “The National Finances 
1985/86” and the Department of Finance, “Index of 
Own-Source Fiscal Capacity”. 


Assessment: 


Any use of the equalization formula will have 
to be carefully reviewed if there is a desire to 
ensure that all provinces, or select sub-regions 
thereof, will receive federal regional development 
assistance. 


2.3.2 Allocation on the Basis of Economic Need 


In order to address economic need, it is 
necessary to identify an indicator, or combination 
of indicators, of regional disparity. Unfortunately, 
there is no one single indicator of regional disparity 
that is widely accepted. Three indicators — earned 
income per capita, income per capita and unem- 
ployment rates — have tended to be used to measure 
regional disparity in Canada (see Table 2.9). 


The use of a single indicator to determine 
economic need raises difficulties since it isolates 
only one measure of disparity. Unfortunately, as 
shown earlier in this section, the development of 
formulae weighting various measures of disparity 
has also proved to be problematic. 


Table 2.9 


Economic Indicators 


Income Earned Unemployment 


per Capita Income Rate 

per Capita Jo 
1984 1984 1986 
Newfoundland 62.1 SSE 20.0 
PB O55 62.4 13.4 
Nova Scotia 80.5 77.9 13.4 
New Brunswick 38 68.4 14.4 
Quebec 87.8 90.4 Me 
Ontario 109.4 IAS) 7.0 
Manitoba 93.3 94.2 Well 
Saskatchewan 93.1 92.7 ee 
Alberta 116.3 Wile 9.8 
British Columbia HONS 106.6 12.6 
Canada 100.0 100.0 9.6 
Average 


Source: DRIE, Statistical Analysis Directorate 


There are some obvious lessons to be learned 
from historical experience with development 
indices. In 1978, for example, the U.S. Department 
of Commerce, through a sub-committee of the 
Federal Committee on Statistical Methodology 
produced a “Report on Statistics for Allocation of 
Funds” which identified some major statistical 
problems in the analysis of five case studies from 
ten large US. assistance programs. 

The Department of Regional Industrial 
Expansion (DRIE) encountered similar problems 
with its Industrial and Regional Development 
Program (IRDP). The sophisticated IRDP 
development index includes measurements of 
employment (average employment, unemployment 
rate), income (declared on individual tax returns, 
transfer payments to individuals—U.1., CPP, 
Family Allowances) and revenue (fiscal capacity as 
calculated in the Federal-Provincial Fiscal 
Arrangements and Established Programd Financ- 
ing Act19/ 7). 

Some of the major problems with develop- 
ment indices that have emerged from the Canadian 
and international experience include the following: 


—small areas, such as census divisions, might not 
be the most appropriate geographic unit to which 
to apply a development index. There is a danger 
that homogeneous economic regions can be split 
up and designated differently or, alternatively, 
that adjacent economic regions can be similarly 
designated despite important differences in their 
economic circumstances; 


—the complexity of the data requirements of a 
development index reduces its flexibility in 
dealing with rapidly changing economic condi- 
tions in a timely manner; 


—statistical indices will always be subject to 
problems associated with data errors, data 
comparability and availability, and statistical 
practices; and, 


—a complex development index is frequently 
misunderstood. 


Assessment: 


Although a formula approach to allocation 
issues seems to be an attractive option, experience 
has shown that statistical indices, by definition, 
may not be sufficiently flexible to produce sensitive 
and timely solutions to allocation problems. 


2.3.3 Historical Allocations 


Over the past 10 years, federal regional 
development funds have been allocated to provinces 
through GDA and ERDA mechanisms. These 
funding patterns, shown in table 2.10 below, could 
form the basis for future allocations as they are 
based on the practical experience of addressing the 
different economic development requirements of 
the 10 provinces. 


Table 2.10 


Historical Regional Development Allocations 


Population 
Distribution 
1986 GDA* ERDA** 

Newfoundland 23} 13.8 10.9 
RE 0.5 1G 4.2 
Nova Scotia 365) ES Hie 
New Brunswick 2.8 33 9.6 
Quebec DSn9) 29.5 24.4 
Ontario 35.9 315 1 5.6 
Manitoba 4.2 52 i 
Saskatchewan 4.0 5.8 6.9 
Alberta 9.3 2.0 3.4 
British Columbia 11.4 5.8 12.0 
Canada 100.0 100.0 100.0 


* Distribution of DREE expenditures on GDA sub-agreements from 
1977 to 1982 


** Distribution of total ERDA commitments as of January 14, 1987 
Source: DRIE, ERDA Management Branch 


Inevitably, this begs the question of whether 
the historical allocations conform to commonly 
accepted objectives and criteria; given the level of 
controversy over these allocations, it seems clear 
there are different views about the validity of past 
practice. 


Assessment: 


Historical allocations are unlikely to provide 
an acceptable option unless the basis of those 
allocations is explicit and agreed. 


2.3.4 Region-specific Allocations 


Emphasis on the province alone as a basis for 
allocation does not ensure that significant supra- 
provincial or sub-provincial development initiatives 
are effectively funded. 


(i) Supra-provincial Allocations 


Assistance could be directed, on an as- 
required basis, to multi-province regions as part of 
major federal-provincial cooperative initiatives for 
regional development. 

This option recognizes that many development 
issues cross provincial boundaries. Initiatives 
involving more than one province would improve 
coordination and could more efficiently address 
problems facing the region as a whole. 

The allotment of funds under this approach 
would probably require an initial allocation based 
on fiscal capacity, economic need or historical 
spending patterns, with a reserve for allocation to 
initiatives to respond to emerging needs or oppor- 
tunities. 

The supra-provincial region would become the 
overall planning framework for the allocation of 
funds. This would afford the flexibility to deal with 
short-term problems by allowing provincial funding 
levels to vary each year. A safeguard, however, 
could be built into the system to ensure that over a 
given period (up to 10 years) each province 
received a certain ratio of the regional allocation 
based on an assessment of its share of regional 
development spending. 


Assessment: 


This option addresses many of the problems 
that have been encountered in previous allocative 
Shatey abet hes 


—permits flexibility and sensitivity to changing 
economic conditions; 


—encourages interprovincial coordination; and 


—allows for the development of regionally tailored 
and delivered initiatives. 


It suffers, however, from the problem of how 
to define the appropriate supra-provincial region 
(e.g., Atlantic Canada versus the Maritimes). 


(ii) Sub-provincial Area Allocations 


Sub-regions could be designated for specific 
regional development purposes. This approach has 
been taken many times before to deal with dispa- 
rate sub-provincial areas across the country, from 
the ARDA-FRED era which started in the 1960s 
to the Industrial and Labour Adjustment Program 
(ILAP) in the early 1980s. 

Since so much of the regional development 
activity of the last 20 years has been directed to 
sub-regions, there are lessons to be learned from 
that experience. Methods used to designate sub- 
regions have proved problematic, from the develop- 
ment index used for the IRDP tier system (dis- 
cussed above) to the less discriminating approach 
taken by DREE which offered “regional develop-: 
ment” incentives covering 93 per cent of Canada’s 
land mass and over 50 per cent of the population. 


The arguments for sub-provincial allocations 
of development funding include flexibility and 
sensitivity to the often quite different economic 
regions found within a single province and the 
opportunity to design initiatives which meet the 
specific requirements of a given area. 

The logical allocation mechanism for this 
option would likely involve an initial allocation, by 
province, based on fiscal capacity, economic need 
or historical spending patterns. This would be 
followed by the determination of criteria to further 
allocate funds to appropriate sub-regions. The 
criteria for determining sub-regions could vary 
from province to province and should be carried out 
as a result of negotiations between federal and 
provincial governments. 


Assessment: 


Experience with area allocations over the past 
20 years suggests that this approach could well 
encounter difficulties in the determination of 
criteria for designating the sub-regions in each 
province. Arguments usually ensue about which 
communities should be in or out of a designated 
sub-region. 


2.3.5 Ad hoc Allocations 


Recognizing that none of the allocative 
mechanisms described above provide a perfect 
solution, a final option could be to administer 
regional development funds on an as-required basis 
to address specific problems or opportunities. This 
option offers the maximum flexibility and allows 
for considerable political responsiveness. 

There are, however, a number of disadvan- 
tages to this approach. Without a clear rationale 
for the allocation of funds, it would be difficult to 
ensure that resources are allotted equitably. Fur- 
ther, it would be difficult to defend funding deci- 
sions against charges of unfairness without refer- 
ence to some generally understood and public 
criteria for the distribution of funding. Finally, 
there would be a considerable risk that short-term 
crises in some areas would absorb resources and 
preclude equally worthy, longer-term development 
initiatives in other areas. 


Assessment: 


Although flexibility is desirable, totally ad hoc 
resource allocation incurs too many risks that 
funding would not be equitably distributed. 


2.3.6 Constraints 


Many of the constraints on the allocation of 
regional development funds have been outlined 
above in the discussions of the various allocative 
mechanisms. One factor that has not been 
addressed is the impact a free trade agreement 
would have on regional development policies. In 
fact, free trade issues are not of significant concern 
in the discussion of allocative mechanisms per se. 
Where these concerns will manifest themselves is in 
the definition of programs. 


Once the allocative mechanism has been 
established, serious consideration should be given 
to the design of regional development programs 
which will not invoke countervail action. 


2.3.7 European Experience 


The discussion of the European Regional 
Development Fund (ERDF) in section 4.2 of this 
report highlights the evolutionary nature of 
resource allocation mechanisms for regional 
development. The rules governing the ERDF were 
changed in 1985 to apportion funds between 
member states by ranges instead of fixed quotas. 
The ranges bear a rough correspondence to the per 
capita GDP of disadvantaged regions and their 
population size. 


Despite this and other changes, the ERDF is 
still criticized for the following reasons: 


—the size of the fund is considered too small to 
have a major impact on regional disparities 
within the European Community; 


—the allocation of funds is not tied closely enough 
to the severity of regional problems and the 
objectives of the EEC; and, 


—assistance should be accorded to a wider range of 
initiatives on more flexible terms. 


These criticisms of the ERDF and the thrust 
of the reforms enacted in 1985 parallel the 
Canadian experience. For example, relative to the 
total of general government expenditure, and 
spending on economic development in particular, 
the funds dedicated to regional development have 
been relatively modest and hence have had a 
modest impact. 


2.3.8 Conclusions 


As in Europe, there have been a number of 
attempts in this country to develop various mech- 
anisms for allocating federal regional development 
spending. All have suffered from significant imper- 
fections, some of which have been outlined in the 
previous section. If we are to develop a more 
sophisticated response to allocating regional 
development funds, the designers of allocative 
mechanisms will be forced to confront a number of 
issues: 


—should the focus be on areas of greatest need or 
on some minimum level of funding for every 
region; 

—should the allocation mechanism stress oppor- 
tunities for development or the need to address 
pressing problems of economic disparity; 


—should funds be allocated on the basis of the 
ability of governments to fund development 
initiatives or on the economic circumstances of 
individuals living in a specific region; 


—should funding mechanisms be designed solely to 
suit local requirements or should they be based 
on some common framework for allocation that 
is accepted and understood nationally (com- 
plexity versus simplicity); and, 

—should the focus of allocation be on small areas, 
provinces or multi-provincial regions? 


Perhaps in response to these difficult ques- 
tions, there seems to be have been a tendency over 
the years to move towards allocative formulae 
which are relatively simple but allow some degree 
of flexibility and discretion in application. 


3. REGIONAL DEVELOPMENT IN THE 
NATIONAL POLICY CONTEXT 


Regional development has been a key aspect 
in the evolution of the Canadian economy since 
Confederation and has, over time, become an 
important part of our political culture. Thus 
regional development issues must be considered in 
the national policy context. In this chapter we 
review the relationship of national policies and 
programs to regional development, examine in 
detail the topical issue of the implications of 
Canada-US. freer trade for regional development 
and conclude by identifying the key institutional 
issues arising from national policies and regional 
development. 


3.1 Relationship of National Policies and 
Programs to Regional Development 


The Intergovernmental Position Paper on 
Regional Economic Development notes that “all 
major national policies should be judged, in part, in 
terms of their regional impact. And so far as 
possible, those policies should reinforce the goals of 
fair and balanced regional development.” 

The Position Paper states that regional 
development must be a concern of every depart- 
ment and agency of government. The clear implica- 
tion is that national programs can be modified to 
take into account differing economic circumstances 
in each province. Programs aimed at a particular 
area should also be reviewed to minimize negative 
effects on other regions. 

It is inevitable that conflicts arise when 
differing policy goals are being pursued. Difficult 
judgements are involved in determining where the 
balance should be struck between conflicting 
priorities, judgements which in the final analysis 
are properly made within the political process. 
Because of these difficult judgements, “national” 
policies and programs have often been designed 
and implemented without sufficient attention to the 
impacts on the various regions of the country. A 
major consequence is that the effectiveness of these 
policies and programs on the economic develop- 
ment of various regions is often limited and may be 
counter-productive. 

This principle, that all national policies should 
be sensitive to regional development objectives, was 
a principal theme behind the 1982 federal regional 


policy and program organizational changes. The 

fundamental motivation behind the changes was to 

strengthen and harness the resources of a// federal 
programs in support of economic and regional 
development across the country. To achieve this, 
the Government of Canada introduced the follow- 
ing initiatives: 

—a Cabinet Committee on Economic and Regional 
Development responsible for ensuring coordina- 
tion among departments in developing initiatives 
and redirecting existing programs to take 
account of the differing regional circumstances 
and opportunities across the country; 


—a regionally based coordination process to assist 
federal ministers in their consideration of eco- 
nomic programing in each region; 


—a national industrial assistance program (IRDP) 
to encourage the exploitation of opportunities 
throughout Canada and providing levels of 
assistance according to the prosperity of the 
different areas. At the same time it was stated 
that the administration of the program would be 
decentralized to the regions, which were in a 
better position to understand the local environ- 
ment; and 


—a Regional Fund to supplement departments’ 
existing resources in funding new initiatives in 
the regions. This Fund was created from the 
money freed up as existing General Development 
Agreements expired. 


While these initiatives make sense, implemen- 
tation has fallen far short of expectations. In the 
early years of the reorganization, an emphasis was 
placed on unilateral federal delivery with limited 
comprehensive planning and little consultation 
between the two orders of government in establish- 
ing priorities. At the same time, all federal depart- 
ments faced funding restraints and were, and are 
still, reluctant to pursue regional development 
initiatives from their restricted budgets. As a 
result, most regional development initiatives 
approved over the past four years have been funded 
by the original Regional Fund. The resources 
available under the Regional Fund have already 
been committed primarily as sub-agreement 
initiatives under the Economic and Regional 
Development Agreements (ERDAs), and the 
future status and resources of the Fund is unclear. 
Currently there is no identifiable program within 
the Federal Expenditure Budget which focuses on 
regional development initiatives. 


DRIE, the agency chosen to represent the 
federal government in the field, is responsible for 
the ERDA process and for the delivery of a number 
of programs, such as IRDP and DIPP, that are 
primarily aimed at the manufacturing industry. 
Because these programs are focused on manufac- 
turing, and to some extent processing, they are 
more applicable in areas with an established 
manufacturing base and tend to reinforce rather 
than reduce regional disparities. 

From a regional perspective, the Canadian 
economy is the sum of the regional economies. It 
follows, therefore, that virtually all national and 
sectoral policies have different regional conse- 
quences and these consequences are often more 
important than explicit regional development 
programs. That impact is more apparent in the 
following areas: 


—general government expenditures, 
—trade/tariff policies, 
—monetary policy, 

—taxation policy, 

—training policy, 

—fiscal and regulatory policies, 
—sectoral policies, 

—energy policy, 

—industrial offset programs, 
—investment policy, and 
—transportation policy. 


To illustrate the importance of this broader 
perspective, a number of examples may prove 
useful. 


3.1.1 General Government Expenditures 


This component encompasses all general 
government departmental expenditures such as 
defence spending, procurement expenditures and 
the location of government offices. 

As an indication of the regional impact of the 
Department of National Defence, the following 
table shows National Defence expenditures by 
province for the fiscal year 1983-84. 

The impact of these expenditures on regional 
development in Nova Scotia is readily apparent in 
the context of Halifax-Dartmouth. Estimates of 
federal government employment in Halifax range 
around 21,000, including military personnel, and 
directly accounts for just over 6% of the area’s 
employment. Defence is by far the largest compo- 
nent, accounting for almost 14,000. DND expendi- 
tures on wages, salaries and operating expenses 
alone were close to $400 million there in 1985. 
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Table 3.1 
National Defence Spending by Province, 1983/84 


Total Expenditures 

Expenditures per Capita 

($ millions) $ 
Nova Scotia 790.9 920 
New Brunswick 352.9 500 
Prince Edward Island 60.1 485 
Manitoba 289.7 Pil 
Ontario 2,326.6 264 
Alberta 526.1 224 
British Columbia 611.5 216 
Quebec 1,071.4 165 
Saskatchewan 115.8 ily) 
Newfoundland 5233 91 


Source: Office of the Minister of National Defence, Ottawa 


It is important to note that direct expenditure 
on goods and services in a region has a much 
greater development impact than personal trans- 
fers. For example, in Newfoundland a federal 
transfer to an individual generates a little less than 
40% of that amount in terms of increased produc- 
tion in the provincial economy. There is a 60% 
leakage factor beyond the provincial economy. On 
the other hand, a federal expenditure on goods and 
services can contribute up to 70% to the local 
economy, with leakage of just over 30%. 

Another example is the expenditures made by 
the federal government in the agri-food sector. 
Table 3.2 shows expenditures by province over two 
periods, the average of 1980/1981 and 1981/1982, 
and the average of 1985/1986 and 1986/1987 
showing drastically different provincial distribu- 
tion. In this case, the cyclical problems of develop- 
ment, such as grain prices, drought, and potato 
surpluses, are more dominant than the structural 
factors. Table 3.3 shows how these federal expendi- 
tures are broken out by component. It can be seen 
that these numbers are significantly higher than 
the DRIE expenditures set out in Table 3.4. 

Given the return in terms of economic 
development for each dollar spent in the less 
developed regions of Canada, more attention needs 
to be paid to the impact of the federal presence in 
each of the regions, represented by expenditures on 
goods, services and wages. While there are clearly 
costs and benefits associated with a further decen- 
tralization of federal offices to the regions, it is not 
clear that the regional economic benefits have been 
assessed. Indeed, the impact of expenditure 
restraint and downsizing appears likely to reinforce 
centralization. 


Table 3.2 


Evolution of Federal Agri-Food Expenditures 
($ millions) 


1980-82 1985-87 
Newfoundland 13.3 ed 
Prince Edward Island 31.6 51.3 
Nova Scotia 46.7 39.6 
New Brunswick 53.0 41.4 
Quebec 318.9 33913 
Ontario 332.8 423.1 
Manitoba 190.9 320.4 
Saskatchewan 584.9 1,044.9 
Alberta 302.6 582.0 
British Columbia 85.7 99.1 


Total 1,960.8 PAS RAY 


Source: Submission by Quebec to the Federal-Provincial 
meeting of Agriculture Ministers, June, 1986. 


Table 3.3 


Federal Expenditures in the Agri-Food Sector 
($ millions) 


1981/82 1982/83 1985/86 1986/87 


Farm Credit 

Programs 2160 Tia 30.0 30.0 
Crop Insurance 

Programs Uaioe 143.6 201.0 209.2 
Stabilization 

Programs 615.9 427.0 473.6 468.9 
Production 

Assistance * 46.3 49.4 60.8 60.8 
Transportation 

Programs 401.4 645.8 1,002.8 1,009.3 
Marketing 209.4 261.6 280.0 280.0 
Fed/Prov Agreements 114.0 111.2 201.9 180.6 
Research 136.8 21533 246.2 240.5 
Others 426.0 411.7 465.0 465.0 


Total 2087.0 92,288, 8 = ao Oler a. 944) 


* Includes Resource Conservation Programs. 


Source: Submission by Quebec to the Federal-Provincial meeting of 
Agriculture Ministers, June, 1986. 


A case in point where decentralization is 
working as an instrument of regional development, 
in addition to the Defence establishment in Halli- 
fax, is the relocation of several offices of the 
Department of Veterans Affairs (DVA) to Prince 
Edward Island. Prior to the decentralization of the 
DVA offices, the Department spent $1.4 million on 
its annual operations in P.E.I. After the relocation, 


Table 3.4 


Regional Industrial Expansion 
Grants and Contributions by Region 


($ thousands) 
1984 
Regional 
Industry, Trade Industrial Total 
& Commerce Expan- 
sion 
Trade 

Industrial Tourism 

Program Program 
Nfld. 4,568 403 19,998 24,969 
N.S. 5,018 290 79,169 84,477 
Pee 1,569 4,038 13,644 19,251 
N.B. 15,958 78 29,601 45,637 
Que. 181,560 6,888 109,124 297,572 
Ont. 198,354 5,025 22,406 225,785 
Man. 7,078 SSO oD Sed OL 
Sask. 3,139 163 16,539 19,841 
Alta. 6,861 14 2,362 9,237 
B.C. 42,733 161 8,580 51,474 
N.W.T. 230 61 2,170 2,461 
YEA. 53 896 2,161 3,110 
Outside Canada 437 410 —— 847. 


Total 467,558 18,465 336,549 822,572 


Sources: Department of Industry, Trade and Commerce, Department 
of Regional Economic Expansion and Department of 
Regional Industrial Expansion, Annual Reports 1983-1984 


these expenditures grew to $44.3 million during the 
1984-85 fiscal year. This represents a difference of 
nearly $350 per capita for the benefit of the local 
P.E.I. economy. 


3.1.2 Trade and Tariff Policies 


Throughout Canadian history, national tariff 
and trade policies have traditionally contributed to 
the emergence of a strong manufacturing sector in 
Ontario and Quebec. In many cases, this manufac- 
turing sector has been complemented by resource 
inputs from the Western and Eastern provinces. 

While trade liberalization generally, and vis- 
a-vis the United States in particular, offers the 
prospect of a more supportive environment for 
national and regional development, it is noted that 
the “‘adjustment” process has in the past frequently 
led to special protective measures in mature sectors 
such as autos, textiles and clothing. These represent 
specific examples of national policies whose effect 
is to protect the industrial base of one part of the 
country; in effect, they are implicit regional 
development policies. 


Exchange rate developments are an important 
element in determining the competitive advantages 
of Canadian industry. Lower exchange rates give 
Canada an advantage in shipping goods and 
services to export markets; however, the relative 
export advantage/disadvantage of Canadian 
exchange rates is ultimately determined by the 
relative exchange value of importing nations and 
those of competitor nations. For example, in 1985 
the Canadian dollar depreciated by approximately 
12% in relation to the U.S. dollar while European 
currencies depreciated on average about 30%. 

This particular development in the foreign 
exchange markets had significant impact on the 
marketing of Newfoundland fish. As Newfound- 
land competes predominantly with the Nordic 
nations in exporting frozen groundfish, it has not 
benefited from the relative devaluation of the 
Canadian dollar. Nordic nations have generally 
devalued their currencies by 40-45% over the past 
year, thus affording them an additional advantage 
over Canada in the export of groundfish to the U.S. 
For Iceland, the main competitor, exchange values 
have afforded an even greater advantage. Iceland 
has devalued its currency by over 60% in the past 
year, and in May 1986, it announced that it would 
devalue its currency by an additional 12% in an 
effort to further secure its place in American fish 
markets. 

This example demonstrates that the context in 
which development efforts take place is greatly 
influenced by macro-economic policy and that 
development strategies have to be designed to cope 
with these realities. 

Higher real interest rates have a negative 
impact on the economy of all regions. As real 
interest rates predominantly affect investment and 
consumer spending on manufactured goods, higher 
rates tend to retard economic activity, especially in 
the manufacturing sector. This has had a particu- 
larly negative effect on small scale, regionally 
based industries which have developed to service 
regional and local markets. 


3.1.3 Training 


Differential regional impacts are associated 
with the training programs initiated by the federal 
government. For example, the Skills Shortage 
Program under the Canadian Jobs Strategy pro- 
vides subsidies to employers who face shortages of 
workers in certain skills. Because those shortages 
tend to be located in the industrial heartland, the 
major share of the funding is likely to be concen- 
trated in that area. 


Mobility programs operated by the Canada 
Employment and Immigration Commission 
(CEIC) are linked to training programs. One 
consequence of encouraging worker mobility 
among regions is that the most employable workers 
in poorer regions are attracted to the more industri- 
alized regions of the country, with negative effects 
on the development potential of the regions from 
which they originate. 


3.1.4 Transportation 


Federal transportation policy provides exam- 
ples of initiatives that are complementary to 
regional development and others that, in some 
respects, are non-complementary. Maritime freight 
rates are an explicit regional development instru- 
ment, as are initiatives such as the Feed Freight 
Assistance Act. The objective of such initiatives is 
to subsidize railways and commercial trucking for 
the cost of moving specified traffic over designated 
routes. The purpose is to enable industries in the 
Maritimes to compete with industries elsewhere in 
Canada. 

In the Western provinces the debate over the 
best use of the Crow Rate subsidy suggests the 
benefits to regional development are somewhat 
problematic. The current structure, under which 
subsidies are paid to the railways for the movement 
of Prairie grain, can be said to assist regional 
development to the extent that it holds down 
freight rates and enables Western farmers to 
compete in foreign markets and to the extent that it 
facilitates the maintenance and upgrading of 
Western Canada’s grain handling system. How- 
ever, the opposing view is that paying the subsidy 
to the producers instead of the railways, would 
encourage the diversification of Western Canada’s 
agriculture base. 


3.1.5 Conclusions 


These examples indicate in a limited manner 
the impact of several national policies on the 
various regions of Canada. This list is not exhaus- 
tive but is representative of very significant differ- 
ential impacts. It is safe to say that until all 
national programs address the issue of their differ- 
ential impact on different regions of the country, 
the problems of slow-growth areas will continue to 
be addressed by a series of ad hoc programs which 
will not be successful by themselves. A strong 
advocate is required to ensure that regional eco- 
nomic development is addressed in a comprehensive 


manner, using all the tools available. This means 
that programs have to be differentiated and flexible 
enough to meet the needs of individual regions. 


3.2 Implications of Canada-U.S. 
Freer Trade for Regional Development 


As part of our task, we were asked to consider 
the possible implications of developments in 
Canada’s trading arrangements with the United 
States for the future direction of regional develop- 
ment policy. Since bilateral trade negotiations are 
now well advanced and are the responsibility of the 
trade negotiators, there is a necessary limitation on 
the precision we can bring to this subject. At the 
same time, some of the issues underlying the 
negotiations have an important bearing on the 
design and use of regional development instru- 
ments, and we have therefore chosen to explore the 
subject in some depth as part of our review of the 
prospective economic environment. 


3.2.1 Experience to Date 


The issue of Canadian regional development 
programs and U.S. trade remedy practice first 
arose with the Michelin Tire case in 1973. How- 
ever, the number of cases has expanded greatly 
since the passage of the U.S. Trade Agreement Act 
of 1979, which incorporated into U.S. law the 
results of the GATT Tokyo Round. A number of 
USS. actions against Canadian products have been 
initiated under the anti-dumping, safeguard meas- 
ures and unfair competition provision of that Act. 
However, of most relevance to Canada is the use of 
the countervail process. 


Since the passage of this Act, 12 countervail 
investigations have been launched resulting in the 
imposition of duties in three cases, and an “out of 
court settlement” in the recent softwood lumber 
case. Temporary duties were imposed in five other 
cases. Products investigated include softwood 


Table 3.5 
U.S. Countervailing Duty Investigations of Canadian Exports, 1980-86 


Year Product 

1980 Frozen potato products negative 
Unprepared fish 
Potassium chloride 
(review investigation) 


1981 Herring fillets — 


1982 Softwood products 
Rail passenger cars 


negative 


1984 Hogs and pork 


negative 
1985 Fresh Atlantic groundfish affirmative 
Iron & steel pipes & tubes affirmative 
Raspberries — 
Gas and oilwell affirmative 
Tubular steel products 
1986 Softwood lumber * affirmative 
Carnations affirmative 


Injury finding 


negative; preliminary 


affirmative; preliminary 
affirmative 


hogs, affirmative; pork, 


Subsidy ruling 


negative; dismissed 


negative; dismissed 
terminated (petition 
withdrawn) 


affirmative; hogs 4.39c/Ib 


affirmative; 5.82% duty 
negative 

government negotiations 
terminated 


affirmative; 0.72% duty 


affirmative 
affirmative 


*In the light of subsequent events, the injury finding would now read: affirmative, preliminary; and the subsidy ruling: affirmative, preliminary 
(petition withdrawn). 
Source: Murray G. Smith, C. Michael Aho, Garry N. Horlick, Bridging the Gap: Trade Laws in the Canadian — U.S. Negotiations. Canadian — 
American Committee, 1987. 
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lumber, softwood lumber products, swine, pork, 

potatoes, raspberries, herring, groundfish, fab- 

ricated steel, sensing instruments and transporta- 
tion. 

It should be pointed out that regional develop- 
ment programs have tended to be less important 
than other subsidies in determining the level of 
countervailing duties actually imposed. In the 
groundfish case, for example, the levels of counter- 
vail related to regional development programs were 
actually quite low. In this case, of a total of 51 
federal and provincial programs deemed to be 
countervailable, eight regional development pro- 
grams were subject to the following countervailing 
duties: 


—TInvestment Tax Credits (ITC) 0.162% 
—Regional Development Incentive Pro- 

gram (RDIP) 0.447 
—Industrial and Regional Development 

Program (IRDP) 0.001 
—Agricultural and Rural Development 

Agreements (ARDA) 0.005 
—P.E.I. Comprehensive Development 

Plan 0.039 
—General Development Agreements 

(GDA) 0.181 
—Transitional Programs 0.080 
—Economic and Regional Development 

Agreements (ERDA) 0.007 

Regional Development Total 0.882% 


The total countervailing duty of 0.882% 
attributable to explicit regional development 
programs was only a small fraction of the 5.82% 
total countervail duty finally levied. 

The inclusion of IRDP was unanticipated 
since that program was designed in a manner 
intended to avoid countervail problems. The U.S. 
Department of Commerce ruled that although the 
tier system was itself neutral, the program author- 
ized benefits to vary from tier to tier and thus from 
region to region, “Therefore, we determine that 
this grant program provides regional subsidies and 
is countervailable.” 

Interestingly, the federal portion of the P.E.I. 
Comprehensive Development Plan was ruled 
countervailable as a regional program while the 


P.E.I. — funded portion was not ruled countervail- 
able since all areas of the province were eligible. In 
the most recent softwood lumber case, various 
Investment Tax Credits were ruled to be counter- 
vailable. The ITCs targeted were those which 
allowed deductions over and above the basic, 
generally available Canadian rate. 

The list of the countervailable regional 
development programs cited in the preliminary 
softwood lumber case (1986) was as follows: 


—Investment Tax Credits (ITC) 0.047% 
—Regional Development Incentive Pro- 

gram (RDIP) 0.048 
—Industrial and Regional Development 

Program (IRDP) 0.145 
—Community Industrial Adjustment 

Program (CIAP) 0.002 
—Agricultural and Rural Development 

Agreements (ARDA) 0.003 
—General Development Agreements 

(GDA) 0.002 
—Economic and Regional Development 

Agreements (ERDA) (Saskatchewan 

Northern Economic Development Sub- 

agreement) 0.001 

Regional Development Total 0.248% 


Again, the 0.248% duty attributed to regional 
development programs per se was only a small 
portion of the 15% total preliminary countervail 
assessed. The major contributor to the overall 15% 
duty was provincial stumpage fees, which were 
deemed to be below fair market value. 

Specific programs that have been deemed 
noncountervailable in recent cases include the 
following: 


(i) Resource Management 


—Atlantic Fisheries Management Program (Fed- 
eral) 


—Forestry Development Agreement for the 
Improvement of Crown Land (Federal/Provin- 
cial) 


(ii) Research and Development 


—Saskatchewan Forestry Subsidiary Agreement: 
Opportunity, Identification and Technological 
Advancement 


—Forintek Research and Development 
(Federal/Provincial) 


—Alberta Research Projects for Forest Industry 
(Provincial) 


(iii) Locational Incentives 


—Newfoundland and Labrador Development 
Corp. (Provincial) 


—Quebec Industrial Incentives Fund for Small 
Business (Provincial) 


(iv) Transportation 


—Rail Freight Rates (Federal) 


—Newfoundland Fisheries Access Roads (Provin- 
cial) 


—British Columbia Section 88 Roads (Provincial) 
(v) Education/Training 
—New Brunswick Training Services (Provincial) 


—Local Employment Assistance Program 
(Federal) 


(vi) Small Business 


—British Columbia Small Business Venture 
Capital Program (Provincial) 


—Newfoundland Small Business Program 
(Provincial) 


From this list, a number of observations can 
be made about the current susceptibility of specific 
programs to countervail. On the basis of precedent, 
the following types of programs appear less likely 
to be subject to countervail: 


—programs for the funding of long-term forest 
management undertaken on lands held by the 
Crown, private industrial and non-industrial 
owners; 


—programs meeting the general availability test by 
not being targeted to specific sectors or geo- 
graphic areas — for instance, research and 
development, education and labour training and 
small business incentives; and 


—public funding for transportation which is 
publicly available and not targeted to a specific 
industry. 


The magnitude of the direct economic impact 
of U.S. countervailing duties has been relatively 
limited in the past. The level of countervailing duty 


imposed has usually been small and many cases 
have either been dismissed or determined to be “de 
minimis.” The level of countervailing duties 
imposed specifically in response to regional 
development programs per se has been even 
smaller. The most serious potential for negative 
impact is the recent softwood lumber settlement 
where a number of smaller firms have already been 
affected and the longer term impact of a 15% 
export tax remains to be seen. 

The hard fact remains, however, that the 
uncertainty created by the constant threat of 
countervail is having a significant impact on the 
investment climate for the private sector and is a 
factor in the perception by foreign firms of Canada 
as an investment location. In addition, the costs of 
fighting countervail cases, have been substantial, in 
terms of both money and time. 


3.2.2 Implications for Regional Development 


On the surface, the impact of U.S. trade 
remedy actions to date has been relatively modest 
and perhaps not significant enough to justify any 
major concerns with respect to the conduct of 
Canadian regional development policy. Recent 
events, however, may give cause for greater con- 
cern with respect to the future. There are several 
factors which would indicate that general protec- 
tionist sentiment may continue to grow in the 
United States and that in the absence of new 
arrangements the trade remedy process will 
become even more stringent. 

The fundamental cause of the recent rise in 
American protectionism is the U.S. trade deficit, 
which is not expected to improve quickly despite 
recent depreciation of the U.S. dollar. The pur- 
chase of foreign goods has become an entrenched 
part of American consumer spending habits and is 
influenced as much by such considerations as 
quality, style, variety and status as by price alone. 
Exports of agricultural products, which have 
historically played an important role in the U.S. 
trade balance, cannot be expected to rise signifi- 
cantly given the current oversupply of agricultural 
commodities and competition from subsidized 
production in the European Economic Community. 
Finally, markets for a wide variety of manufac- 
tured goods are becoming increasingly competitive 
with the entry of additional producers from newly 
industrialized countries such as Korea, Taiwan, 
Singapore and Brazil. The decline of many older 


U.S. basic industries, such as steel production, is 
well-known; but, even in the production of silicon 
chips, U.S. companies are now being threatened by 
Japanese competition. 

There has been a pronounced trend in Ameri- 
can trade remedy practice to broaden its applica- 
tion with respect to perceived unfair trade practices 
by foreign countries. Prior to 1973, countervailing 
duties had been applied only to counteract explicit 
export subsidies; however, in the Michelin Tire 
decision, Canadian regional development grants 
were for the first time deemed to be a countervail- 
able subsidy. Since that time, countervail law and 
practice has evolved to consider any domestic 
subsidy that is not widely available but specific to 
an industry or region to be countervailable. The 
preliminary decision in the recent softwood lumber 
case threatened to set a further precedent with 
respect to the broadening of the countervail net, 
although the negotiated settlement resolved the 
dispute without legal prejudice. 


Growing U.S. frustration with the trade 
practices of other countries could also generate a 
number of negative side effects for Canadian 
producers. In such an environment, the use of the 
concept of ‘“‘cumulation”’, whereby the U.S. Inter- 
national Trade Commission cumulatively assesses 
the volume and effects of imports from a number of 
countries, could become more of a problem for 
Canada. This practice recently resulted in a ruling 
against the freshcut flower industry in Canada and 
eight other countries, even though the Canadian 
industry’s exports amounted to less than $250,000 
of the over $10 million imports subject to counter- 
vail. 

Finally, it should be noted that the three cases 
that have resulted in the imposition of countervail- 
ing duties as well as the 15% export tax on soft- 
wood lumber have occurred within the last two 
years. During this time, economic growth in the 
U.S., and consumer demand in particular, have 
continued to be relatively strong. 

From the standpoint of the United States, the 
expanded use of countervail simply represents a 
response to the impact of domestic subsidies on 
trade. An important issue in the Canada-U.S. trade 
negotiations is the trade distortion potential of 
domestic subsidies, including regional development 
policies and programs. The outcome of these 
negotiations may well affect the ways and means 
by which Canada achieves its regional development 
goals, even though the Government of Canada 
remains committed to maintaining its capacity to 
pursue regional development objectives. 


Areas in which governments in Canada have . 
been active in promoting regional development and 
which are likely to continue to be important 
include: 


—resource management, 

—scientific research and development, 
—transportation policies, 

—education and training, 

—small business/entrepreneurial development, 
—energy policy. 


Governments in Canada have employed a 
wide variety of tools in pursuit of their regional 
development objectives. These include: 


—direct financial assistance to firms and entre- 
preneurs: grants, interest buy downs, loan 
guarantees, tax-based incentives, investment tax 
credits, research and development tax credits, 
employment tax credits, duty exemptions, equity, 
Cte: 

—provision of physical infrastructure: roads, water 
and sewer, industrial parks, etc; 


—provision of soft infrastructure: business services, 
education and training, information and exper- 
tise, etc; 


—pricing policies: supply management, transporta- 
tion subsidies, energy policy, resource royalties, 
price supports, etc; 


—use of Crown corporations to achieve govern- 
ment regional development objectives; and 


—procurement preferences. 


To obtain a more acceptable and predictable 
regime of U.S. contingency protection, Canada 
may have to agree to discipline the means of 
intervention employed for the purpose of regional 
development (i.e., a set of principles defining 
permissible and non-permissible regional develop- 
ment activities and practices), combined with a 
mechanism for dispute settlement. 

Presumably, an acceptable agreement would 
also require that the United States accept similar 
limitations on its own extensive involvement in 
regional development and equivalent subsidies at 
the federal, state and local levels. 

The means by which trade policy and regional 
development objectives can be harmonized is a 
matter for the negotiators, but it is important that 
those responsible for the design of regional develop- 
ment programs consider the possible implications. 


The negotiators may conclude that special arrange- 
ments for regional development programs are 
warranted. Alternatively, they may conclude that 
some adjustment to the scope of programing is 
required to improve compliance with the 
“specificity” or general availability test now 
employed in judging countervailability. Avoiding 
programs targeted at single industries and/or, 
alternatively, devolution of programs to provinces 
or to municipalities represent techniques for 
broadening availability within a given jurisdiction. 
The provision of large-scale locational 
grants/tax incentives and subsidies to exporting 
firms are most likely to attract the attention of the 
United States. The benefits of these grants have 
been questionable from the point of view of inter- 
provincial competition and have been viewed by 
some as less effective for regional development 


than smaller-scale assistance to local entrepreneurs. 


This may indicate that such an adjustment is 
necessary from the viewpoint of sound regional 
development policy yet would not significantly 
limit the effectiveness of regional development 
efforts. 

Greater emphasis on the use of instruments 
designed to create the proper environment for the 
stimulation of small business and entrepreneurship 
(education, labour training, business services, 
infrastructure) would be useful in decreasing the 
risk of trade distortion. Again, this would be 
consistent with recent regional development trends. 

There remains an underlying concern that in 
the absence of a negotiated agreement, any 
attempts to adjust regional development programs 
to avoid U.S. trade remedy actions may be con- 
founded by further expansion of the American 
contingency protection net. As outlined earlier, 
there has been an on-going trend to broaden the 
definition of a countervailable subsidy, and the 
1987 Trade Bill could further broaden the scope of 
trade remedy instruments available to American 
producers. Under such circumstances, it may be 
difficult to adjust programing sufficiently to avoid 
triggering countervail or other contingency protec- 
tion measures. 


For example, the specificity test currently 
used by the United States to define a countervail- 
able subsidy has no standing in law and could be 
adjusted or replaced over time by some other test 
that would counteract a process of devolution of 
programing to the provincial or municipal level of 
government. These considerations underline the 
desirability of achieving a bilateral trade agree- 
ment which limits the extended use of countervail. 


3.3 National Policies and 
Regional Development: Institutional Issues 


Section 3.1 reviews in some detail the rela- 
tionship of national policies to regional develop- 
ment, emphasizing that explicit regional develop- 
ment programs and expenditures are only part, and 
not the most significant part, of the range of 
government policies which impact on the growth 
and performance of the regional economies. In this 
sense, regional development is more appropriately 
viewed as one of the broad goals of public policy 
applicable to governments and their departmental 
activities. This view is reflected in the provision of 
the Constitution Act of 1982 relating to equaliza- 
tion and regional disparities, which includes a 
commitment to “promote equal opportunities... and 
further economic development to reduce disparity 
in opportunities.” 

The so-called “horizontal”’ nature of regional 
development policy poses institutional problems 
which in many ways underly the continuing debates 
about government structures and organization and 
the recurrence of organizational changes. In the 
economic domain, governments are primarily 
organized along sectoral lines and the related 
ministerial and departmental accountabilities 
inevitably give pre-eminence to sectoral interests, 
whether from a national or provincial perspective. 
Sectoral and regional priorities are frequently at 
variance, and it is self-evident that their reconcilia- 
tion is a question of balance or trade-off which in 
the final analysis is a matter of collective minis- 
terial responsibility. This is inherent in economic 
federalism in Canada, and it is facile to presume 
that there is some optimal solution to be arrived at 
from analysis and assessment which would fix, for 
example, transportation or resource management 
policies. Given the inherent tensions, the more 
appropriate questions relate to how the process of 
reconciling a variety of considerations can be better 
informed and made more effective. 

Institutional arrangements which enable joint 
planning and programing between the federal and 
provincial governments can provide an effective 
mechanism provided those arrangements are 
connected to ministerial decision making in an 
effective way. Currently, the Economic and 
Regional Development Agreements (ERDAs) 
between Canada and the provinces, and the Eco- 
nomic Development Agreements between Canada 
and the territories, provide a process whereby 
sectoral initiatives can be priorized, designed and 


delivered in a way that responds to the particular 
needs and circumstances of the provincial/territo- 
rial economies. The process is subject to stress 
when funds are limited and when issues of political 
visibility arise. Our conclusion is that the ERDA 
system is a good model not only for federal-provin- 
cial cooperation but for effective regional develop- 
ment programing. The concern remains, however, 
that the ERDA system needs to be better inte- 
grated into the central decision-making and pri- 
ority-setting processes under the direction of 
ministers. In any event, regional development 
ministers have already agreed to review the ERDA 
system as part of their work program for this year, 
and these issues will no doubt be discussed more 
fully in the context. 

A substantial part of the sectoral activities of 
federal and provincial departments falls outside the 
ERDA system. With respect to federal depart- 
ments, representatives of the Task Force met with 
a number of deputy ministers of federal line 
departments to discuss their approach to achieving 
regional sensitivity in national policies as part of 
their accountabilities. A number of observations 
can be made: 


—prerequisite for regional sensitivity is the availa- 
bility to senior executives of regionally based 
intelligence, information and analysis; 


—for policy and program development in sectoral 
departments to complement regional develop- 
ment objectives, this knowledge base has to be 
explicitly incorporated into the senior levels of 
decision making in the department; 


—sectoral departments are most responsive to 
regional development objectives when these 
objectives form part of the collective decision- 
making and priority-setting process by ministers; 


—there is a good deal of scope for regionally 
sensitive implementation of sectoral policies and 
programs, and this works best when there is a 
significant degree of delegation to regional 
managers accompanied by flexibility in program 
design; this flexibility is important in enabling 
regional managers to work closely with client 
groups and provide for the input of local groups 
in the delivery process; and 


—there is a high degree of variation in sensitivity 
to regional development issues between depart- 
ments. 


We note that these considerations apply 
equally to the sectoral activities of provincial 
departments with respect to the efforts and respon- 
sibilities of provincial governments to address sub- 
regional development concerns within provinces. 

The subject of national policies versus 
regional development typically focuses on policy 
design and resource allocation as they affect 
regions. These are “top-down” issues. There are 
also delivery issues which are very relevant to the 
question of regional sensitivity and go to the heart 
of regional development. 

The biggest stakeholders in regional develop- 
ment are the Canadian public — workers, busi- 
nesses, the unemployed, local communities. Unless 
the programs of governments have practical 
application at the local level, they create more 
problems than they solve. There is a good deal of 
evidence that government programs are becoming 
administratively unintelligible and remote to the 
point where they are inaccessible or irrelevant. 
Whatever the causes, more programs are not the 
only solution. It seems to us that the situation calls 
for much greater attention to program design and 
delivery, to public information and participation 
efforts, to as much decentralization of delivery 
responsibility as is feasible, and to more simplifica- 
tion of application and approval procedures. Policy 
and management control functions tend to be 
bureaucratically prestigious compared with the 
“menial labour” of program design and delivery. 
The weight of the policy and control functions 
hampers the search for practical solutions appro- 
priate to local circumstances and inhibits innova- 
tion in program design. This attitude is counterpro- 
ductive to effective regional development efforts. 

A final point in this section needs to be 
emphasized. To the extent that the structural 
improvement of the less-developed regions remain a 
focus for regional development policy in Canada, 
this effort will have to be made in the context of 
national and sectoral policies which, in both policy 
and expenditure terms, tend to build on existing 
strengths. 

Frequently, the argument is made that the 
weaker regions lack the business and private sector 
infrastructure necessary for them to participate 
more fully in “sunrise” activities. The point has 
also been made that in areas such as education and 
training, or innovation and technology, the stronger 
economic regions are better endowed and act as 
strong magnets for new investment. 


Any institutional response that is directed to 
strengthening the weaker regions will have to be 
backed up by a commitment to take a proactive 
role accompanied by resources and a willingness to 
innovate, experiment and take some risks. As was 
stated in the Intergovernmental Position Paper on 
Regional Economic Development (p.7): “Regional 
development programs should focus on realistic 
opportunities for sustainable economic activity in 
each province. Sustainable opportunities will tend 
to be based on the comparative advantage of each 
region. This should not be a recipe for maintenance 
of the status quo. Current economic specializations 
are not the only guide to viable new opportunities, 
and new directions deserve to be explored.” 

The issue of achieving a better fit between 
national policies and regional development is under 
active consideration by the Government of Canada, 
as part of its strategic agenda. It may be appropri- 
ate, therefore, to conclude this section with the 
statement from the Speech from the Throne of 
October 1, 1986: 


For many years, successive governments have sought 
to provide measures intended to promote regional 
development. Their efforts have not been as effective 
as hoped. Regional disparity remains an unacceptable 
reality of Canadian life. Our experience has shown 
that spending more money, by itself, has not solved 
the problem. 

It is time to consider new approaches, to examine how 
our considerable and growing support for Canada’s 
regions can be used more efficiently, more effectively 
and with greater sensitivity to local conditions and 
opportunities. In renewing their efforts to come to 
grips with this long-standing problem, my Ministers 
are convinced many positive proposals for new policy 
initiatives will come from those who live and work in 
the regions concerned. 

Building on the human and natural resource strengths 
of the regions, a renewed cooperative effort will lead 
to a new development agenda. Special emphasis will 
be given to diversifying the economic base of Western 
Canada. 

As a first step in achieving improved results from this 
sustained national approach, an Atlantic Canada 
Opportunities Agency will be constituted to facilitate 
and coordinate all federal development initiatives in 
the area. This agency will make fuller use of the 
expertise available in the Atlantic region and invite 
the maximum participation of other governments and 
organizations in the area. 
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4. NEW DIRECTIONS 


Regional development efforts, if they are to be 
effective, cannot be undertaken in isolation, either 
from the mainstream of economic or social policies 
or from the reality of market forces and trends 
which underly economic change. This emphasizes 
the importance of a broadly based approach to 
regional development as part of the strategic 
planning and priorities of government. We begin 
this chapter on new directions, therefore, with a 
review of the context for regional development over 
the next decade, followed by a brief overview of the 
regional development experience of foreign coun- 
tries, especially the European Economic Commu- 
nity. Building on the findings of all the analysis 
presented in this report, we conclude this chapter 
with our perspective on where regional develop- 
ment efforts should be oriented over the next 
decade. 


4.1 The Economic Environment 
in the Next Decade 


4.1.1 The Global Environment 


As noted earlier, differences in the levels of 
earned income and employment among regions 
remain significant, and efforts to reduce regional 
disparities have come to rely substantially upon 
transfers to individuals and to governments. This 
situation is a major source of discontent because 
existing approaches appear not to offer the pros- 
pect of achieving a more equitable outcome over 
the longer term, based on stronger wealth creation. 

It was noted that the resources explicitly 
devoted to regional development efforts represent a 
small component of the expenditure budget of 
governments. Even so, the effective application of 
those resources could in part be questioned, notably 
the emphasis on locational incentives and subsidies 
to large-scale capital investments. This leads to 
questions about the appropriateness of the mix of 
programs and instruments in the context of trends 
emerging in the economy, particularly in the last 
decade. 

Our discussions have led us to the view that if 
regional development efforts are to be effective, 
they have to be founded on an informed and 
contemporary understanding of the forces for 
change at work in the economy. Experience tells us 
that public policies work best when they capitalize 
on change rather than try to resist change, and the 


structural changes taking place in the domestic and 
global economy have fundamental implications for 
regional development, to the point where they call 
for a redirection of the efforts of governments. 

In this section, we re-examine what trends and 
developments in the structure and performance of 
the Canadian economy are most relevant from the 
standpoint of regional development, and what these 
trends and developments suggest in terms of the 
selection and design of policies and programs 
appropriate to the next decade. 


A supposition from the 1970s is that the best 
means of strengthening regional development is 
strong growth in the national economy. There are a 
number of difficulties in applying this view in the 
decade ahead. 

The macro-economic outlook does not appear 
to us to contain a palliative prognosis for regional 
development. First, there is no compelling evidence 
that the international economy is on the verge of a 
sustained large-scale expansion of world trade to 
fuel national growth, or that productivity gains 
overall are likely to yield much higher annual 
growth rates in Canada than have been experienced 
in the recent recovery from recession. Second, the 
pattern of recovery in Canada since 1982 has been 
notably uneven in regional terms, with a pro- 
nounced concentration of expansion in the indus- 
trial heartland. Third, to the extent that the ben- 
efits of national growth to regional development in 
Canada are premised on the notion of a “‘fiscal 
dividend” to governments, enabling discretionary 
and proactive efforts in support of regional equity, 
it is clear that the scale of the task of deficit man- 
agement requires long-term effort that is more 
constraining than was the case in the 1970s. We 
are, therefore, drawn to look beyond the macro- 
economic outlook to underlying structural elements 
as a basis for prescription. 

A number of developments have emerged 
which appear to have profound implications for the 
pattern of regional growth and the character of 
wealth creation in Canada over the longer term. 
These developments represent important sign posts 
for the future direction of regional development 
policies in Canada. 

First, the regional economies outside of 
Central Canada continue to rely substantially, 
though less than in the past, upon primary com- 
modities and resource processing for income and 
wealth and, to a lesser extent, employment. 


Agriculture, mining, forest products and the fishery 
are major producers, employers and exporters and 
are major customers for the goods and services of 
suppliers. The expansion of offshore sources of 
supply, the productivity gains from technological 
change, the subsidy practices of foreign govern- 
ments and progress in materials substitution have 
combined to create a market environment leading 
to soft commodity prices and a decline in employ- 
ment growth. These are not cyclical changes; they 
represent long-term trends in the international 
character of supply and demand in the world 
economy. There is, moreover, no compelling 
evidence that the new equilibrium in these sectors 
will provide an expanding rather than declining 
share of the contribution to earned income and 
employment growth in the regions dependent on 
these resources. These sectors are also relatively 
more important in less wealthy regions and particu- 
larly in rural areas. 

Generalizations about the prospects of the 
resource-based sectors have to be treated with care; 
the long-term prospects for the oil and gas industry 
and for the fishery, for example, are difficult to 
anticipate at this juncture. There is no reason to 
conclude that policy measures to strengthen the 
competitiveness of the resource sectors should not 
be pursued vigorously. However, from the stand- 
point of the goals of regional development, these 
sectors are not likely to be stronger forces for 
growth in earned income and employment over the 
next decade or for reduction of traditional regional 
disparities in Canada. 

Second, while it is now conventional wisdom 
that the manufacturing sector in Canada is 
experiencing and will experience more intense 
competition, the nature of these developments and 
their implications for regional development require 
closer examination. Typically, the competitiveness 
of the manufacturing sector in Canada has been 
viewed in relation to economies of scale, specializa- 
tion and unit labour costs. While these dimensions 
remain relevant in particular sub-sectors of manu- 
facturing and processing, it is increasingly evident 
that the greatest determinant in competitiveness is 
becoming and will be the application of technology 
in terms of product and process. This means that 
those sectors that are most knowledge intensive are 
fastest growing and represent the most promising 
avenues for new wealth creation. 


In large-scale goods-producing enterprises, 
the application of technology in the form of auto- 
mation, robotics and information control technolo- 
gies implies both major productivity gains and less 
employment. The development and application of 
product and process technologies is also associated 
with major investment in knowledge-based activi- 
ties within the firm. This has led to the emergence 
of a myriad of smaller knowledge-based firms 
developing and servicing those applications. One 
result is an increasingly important economic role 
for research and development activities in universi- 
ties and research institutes of various kinds. 

Given the relatively free flow of goods and 
services between countries and between regions, 
comparative advantage and competitiveness are 
increasingly a function of the scale and quality of 
knowledge-based investment and infrastructure 
which fuels the process. A very significant compo- 
nent of that investment is in human resources. In 
short, knowledge and its commercial application is 
increasingly the capital of nations and regions, and 
successful accumulation of knowledge as capital is 
increasingly important to competitive success. 
Accordingly, we need to pursue the question of how 
this reality should influence our approach to 
regional development. 

Third, perhaps the most pervasive trend in the 
structure of output and employment has been the 
emergence of a dynamic and expanding service 
sector and of a vibrant small business economy, 
often characterized as a new wave of entrepreneuri- 
alism. The expansion of the service sector in the 
national and regional economies has proceeded 
steadily in the post-war period. It is, in part, a 
function of a larger public sector, embracing a 
range of public services notably in health, educa- 
tion and community services. It is also a function of 
higher levels of household income and two-earner 
families with the means and need to purchase a 
broader range of personal services. Finally, it is a 
function of the role of information and information 
technologies as the basis of service sector firms; 
business services have become a dynamic sub- 
sector providing a flexible response to the special- 
ized needs of the industrial sector. 

These developments have provided a suppor- 
tive environment for the renaissance of small 
business, which has become the motive force of 
employment creation throughout the Canadian 
economy. There is evidently a high degree of 


convergence between the business opportunities 
generated by structural change in the economy and 
the growing sociological preference of many 
Canadians to own and operate their own businesses 
rather than pursue careers as employees of larger 
organizations. This trend is well established and is 
likely to continue in response to technical and 
organizational change. Small business and entre- 
preneurial development in many ways represent the 
most promising footholds for market-based 
development in all regions of Canada, particularly 
in the context of existing levels of unemployment 
and the limited employment potential of the goods- 
producing sectors. 

The reconciliation of competitiveness and 
employment goals is already a major dilemma for 
industrial and regional development policy. At a 
time when labour force expansion tends to keep 
pace with employment growth, including increased 
female participation in the labour force and the 
rapid emergence of female entrepreneurs, the 
expansion of small business in response to market 
opportunities will play a crucial role in the resolu- 
tion of this dilemma. 

What can be said about the spatial and 
regional consequences of these trends and develop- 
ments, particularly from the standpoint of regional 
differences in income and employment? These 
differences have been remarkably stable over time, 
and very limited gains have been made in reducing 
earned income differentials over the last 20 years, 
while unemployment differentials have in fact 
increased. This stability points to deep-seated 
structural and market causes underlying regional 
disparities, so it is not surprising that the modest 
efforts and resources applied by governments in the 
1970s produced only modest results. 


One facet of the regional consequences of 
these developments emerges forcefully. That is the 
prospect of a continuing shift of income and 
employment from rural to urban areas. The 
resource sectors are prominent in rural areas and, 
in the aggregate, will lose employment due to 
market and technological factors. The service 
sectors and knowledge-based activities are more 
prominent in urban areas and larger urban centres 
and will gain employment. In demographic terms, 
it is also the case that younger, more qualified 
workers are more typically drawn to urban labour 
markets. In the West, there is also a massive influx 
of native peoples into the cities. In many ways, 
regional competition and comparative advantage in 


Canada will be based on economic competition and 
specialization among urban centres in which the 
most dynamic centres will be those most richly 
endowed with knowledge-based infrastructure and 
networks. 

The regional distribution of these endowments 
is extremely uneven and, speaking realistically, will 
remain so because the economic and technological 
attraction of the critical mass of these milieus is 
powerful. But it is not clear that the traditional 
economic impediments to a more decentralized 
pattern of economic activity — in terms, for exam- 
ple, of market size and transportation costs — are as 
important for the future of knowledge-based urban 
economies as they are for the more traditional 
goods-producing industries. Public investment in 
university research, research institutes, contract 
research, post-secondary education and training 
can have a significant impact over time on the 
development of specialized knowledge-based 
regional centres that are attractive to business. At 
the same time, public investment in urban ameni- 
ties coupled with quality of lifestyle and cost of 
living factors can provide attractive environments 
for private sector locational choices. Moreover, the 
development of such regional centres would act as a 
further stimulus to the expansion of the service and 
small business economies of the regions. In the 
absence of a concerted effort in this direction, the 
market consequences of structural change will 
probably exacerbate regional disparity and fail to 
address its basic causes over the next decade. 

Finally, there is no reason to believe that 
structural change will decelerate; on the contrary, 
there is ample evidence that technological opportu- 
nity will accelerate the pace of change and will be 
reinforced by the flows of trade and investment. 
Accordingly, effective regional development 
policies need to place a premium on measures 
which promote flexibility and adaptability in the 
regional economies. This suggests that particular 
attention needs to be paid to the transfer and 
incentive system, to education and training and to 
the role of entrepreneurship, including manage- 
ment and marketing know-how — in short, to the 
adaptability of human resources to changing 
market opportunities. 


4.1.2 Provincial Perspective 


The preceding section offers a generalized 
view about the future economic environment for 
regional development principally from a national 
and international perspective. This section provides 
an overview of the principal themes emerging from 
a province-based review. 

Traditionally, the provincial economies have 
developed comparative advantage from the harvest- 
ing and processing of natural resources. In the case 
of Ontario and Quebec, there is also a substantial 
manufacturing sector comprising both traditional 
heavy industries and an increasing range of techno- 
logically advanced businesses. Each of the provin- 
cial economies is highly dependent on external 
trade and trends in international markets. 

The provincial reviews emphasize that from 
the trough of the international recession in 1982 to 
the present, the terms of trade in resource products 
generally have weakened and international com- 
modity prices remain low. The pressure on com- 
petitiveness and profitability has accelerated 
modernization and cost-reduction initiatives with 
the result that the economic recovery has not been 
accompanied by significant increases in employ- 
ment. 

The provincial outlooks for the resource 
sectors contain major uncertainties arising from the 
international marketplace — the prospect for world 
energy prices, protectionist tendencies and foreign 
subsidy practices, expanding sources of supply in 
developing economies and less stability in the 
international financial system. In the medium term, 
reductions in employment, out-migration from 
rural and single-industry communities, modest 
investment and a lower share of real domestic 
product are viewed as a realistic outlook for these 
industries. In short, a difficult and prolonged 
period of adjustment is anticipated for both the 
primary harvesting and the processing sectors. 
Major efforts will be required to achieve more 
security in income and employment through 
economic diversification of the resource-intensive 
provincial economies. 

This outlook reflects the perception that 
comparative advantage in world markets is moving 
away from resource and labour-intensive manufac- 
turing industries towards knowledge- and capital- 
intensive industries. These will represent the 
dominant industries in terms of trade expansion 
and economic growth. The provincial perspectives 
also incorporate the view that, in this process of 


change, small and medium-size businesses, espe- 
cially in the service sector, will provide the majority 
of new jobs, the fastest growth in exports and the 
greatest profitability. These developments will be 
accompanied by further out-migration from rural 
areas and an expansion of urban-based employ- 
ment. 


In summary, these provincial perspectives 
corroborate the earlier view about the directions of 
structural changes, their connection to interna- 
tional market forces and their implications for 
regional economic development. From this emerge 
a number of common themes concerning provincial 
development priorities over the next decade, as 
follows. 

First, efforts to assist technological advance 
and adaptation to new technologies are seen as 
prerequisites for competitiveness. While a variety 
of factors affect competitiveness, assuring the 
competitiveness of existing firms will require the 
application of advanced production technologies. 
The use of new technology as related to production 
and new products will be of great importance for 
improved productivity and growth. Investment in 
research and development is critical, both as a way 
to improve existing activities and as a source of 
economic diversification through innovation. New 
technologies will necessarily form a central part of 
any strategic initiatives to create and capture new 
market opportunities. 

Second, education and training are seen as 
essential components of economic development. 
Investments in education and training can help 
individuals adjust both to technological change in 
the workplace and to the changing mix of employ- 
ment opportunities. Post-secondary educational 
institutions will need to play a much larger role in 
fostering industrial innovation through both the 
conduct and the dissemination of research. The 
education and training systems will also need to 
play a much more positive role in developing an 
appreciation for the value of entrepreneurship and 
in developing training packages that are relevant to 
entrepreneurial development. 

Third, the policy, program and regulatory 
environment conducive to the formation of new 
small businesses is of strategic importance to the 
growth of wealth and employment. From the 
standpoint of provincial development strategies, 
small businesses are seen as the primary vehicle to 
stimulate regional economic growth, create new 
jobs and increase economic diversification. Meas- 
ures to increase the availability of decentralized 
information and management services to small 


business are viewed as important means to improve 
the success rate of small firms. 

Fourth, stronger efforts in support of market- 
ing and trade development are highlighted. Pene- 
tration of international markets has long been 
regarded as vital to growth and employment in 
Canada. In this regard, provincial development 
priorities emphasize the requirement for improved 
and more pervasive marketing skills and for more 
aggressive marketing strategies based on more 
detailed, client-based market information. 


Fifth, attention is drawn to the need for a 
contemporary infrastructure for economic and 
business development. Knowledge-based industries 
rely upon a supportive infrastructure of education, 
research, telecommunication and information 
systems including the associated networks of 
suppliers and service businesses. Technology is also 
viewed as an important means to enhance the 
efficiency of transportation and distribution sys- 
tems. The quality of urban environments is recog- 
nized as a significant factor in influencing the 
location of new knowledge-based industries and 
personnel. The response to these infrastructure 
requirements will be influenced in part by the role 
of public policies and investment, including regula- 
tory regimes. 

Finally, the provincial development perspec- 
tives attach importance to cooperative and col- 
laborative approaches — with the federal govern- 
ment particularly in regard to the regional 
application of national policies; with the private 
sector particularly in regard to measures to 
strengthen competitiveness and entrepreneurship; 
and with universities and research institutions in 
regard to the acceleration and diffusion of innova- 
tion. 


4.1.3 Recapitulation: Regional Development 
Adapting to Change 


Regional disparities in levels of earned income 
have changed little over the past 20 years and 
regional differences in unemployment rates have 
steadily increased. Regional policy has in turn 
come to rely heavily on transfer payments to 
individuals and to governments rather than on 
measures to promote the creation of wealth. To 
address the causes rather than the symptoms of 
regional disparity requires attention to structural 
factors affecting the development potential of the 
regional economies and a policy and program 
orientation directed to longer term structural 
development. 


To be effective, a structurally based approach 
needs to capitalize on the process of economic 
change and adjustment at work in the economy, 
focusing on opportunities for the creation of new 
wealth. In the preceding sections, we have high- 
lighted a number of developments concerning the 
evolution of the Canadian economy over the next 
decade: 


—a major period of adjustment for resource-based 
sectors in which productivity improvement will 
take precedence over employment growth, 
leading to pressures for diversification; 


—further transformation of the manufacturing 
sector towards knowledge-based industries and 
labour-saving automation; 


—expansion of the small business and service 
sectors; 


—expansion of urban-based economies together 
with slower growth of traditional rural-based 
employment; and 


—a more rapid pace of economic change fueled by 
technological and market factors, involving a 
major challenge for public policy in reconciling 
competitiveness and employment goals. 


4.2 The Foreign Experience 


In considering program experience overseas, 
particular attention has to be given to the applica- 
bility of that experience to the Canadian environ- 
ment. In this respect, developments in regional 
policy in OECD countries are of some interest. 
What follows is a brief review of developments and 
directions, notably in the EEC. 


4.2.1 Structural Change and Fiscal Restraint 


Rapid technical change and increased interna- 
tional competition has led to a decline in employ- 
ment in important sectors of the manufacturing 
industry in most OECD countries. Whereas the 
1950s saw manufacturers absorb labour shed from 
the agricultural sector, recent developments in 
technology have raised questions about the 
capacity of employers in the service sector to 
absorb the labour now being shed from manufac- 
turing. 

The OECD’s response to structural adjust- 
ment has been to call for “positive adjustment” to 
the changing economic environment. The OECD 
notes that the internationalization of goods produc- 
tion and the rapid pace of technological progress 


require that the advanced nations become more 
productive and develop new products and services 
or face a significant decline in their standard of 
living relative to their competitors. 

The last decade also saw the emergence of 
stagflation: the coexistence of high and rising 
unemployment with accelerating inflation. Faced 
with this seemingly intractable problem, most 
member states adopted tight monetary and fiscal 
policies. While the average rate of inflation in the 
OECD has declined substantially, unemployment 
has risen to 35 million and has been accompanied 
by large government deficits and spending 
restraints. 


4.2.2. A Shift In the Focus of Regional Policy 


The implications of these events for regional 
policy are important. There is less support for 
policies which redistribute employment opportuni- 
ties when all regions suffer from high unemploy- 
ment. New regions have been added to the list of 
those suffering from industrial decline and they 
now demand attention from their governments. It is 
now much more difficult to meet these demands as 
there is intense competition, both domestically and 
worldwide, for “mobile” private sector investments, 
and there is less government money available for 
location incentives. 

Furthermore, many analysts have lost their 
faith in the ability of government to significantly 
alter the sectoral and geographical development of 
the economy. They now believe that market forces 
are simply too strong for this to happen. 

As a result, both the coverage and the level of 
expenditures on regional development has declined. 
In Europe, the boundaries defining the assisted 
regions have been revised, reducing the proportion 
of the population in these areas from 1/3 in 1980 to 
1/4 in 1984. Direct regional aid and incentives have 
also declined since the early 1980s, as has the use 
of regulations directing industry away from the 
richest regions. 


4.2.3 Observations 


The reduction in traditional regional develop- 
ment programs in OECD member countries has 
been accompanied by an attempt to find new 
approaches and policy instruments which are 
appropriate to a highly competitive economic 
environment, which also faces Canada in the 1980s 


and 1990s. Among some of the more interesting of 
these new directions are the following: 


(i) Indigenous Development and SMEs: 


An emerging trend in regional policy in the 
OECD has been the fostering of indigenous 
development, the growth of local enterprises. This 
has been motivated by the decreasing ability of 
traditional incentive programs to attract investment 
to the assisted areas. But it was also spurred by a 
growing awareness that regional development was 
better served by developing the potential of indige- 
nous enterprises rather than by encouraging the 
establishment of branch plants of companies from 
outside the region. These latter types of firms have 
typically tended to be less well integrated into the 
regional economy than locally based enterprises. 

These changes in approach have been ref- 
lected in a number of recent regional development 
initiatives in OECD member countries. For exam- 
ple, in a January 1985, policy change to the Euro- 
pean Regional Development Fund, more assistance 
was allocated to indigenous small and medium-size 
enterprises for technology transfer, management 
advice and start-up capital. Enterprise zones are 
another instrument being used by several member 
states to stimulate indigenous development. In the 
United Kingdom for example, these zones have 
been used for the commercial development of 
derelict, relatively unpopulated industrial areas in 
large cities. In the United States they have been 
used to stimulate local entrepreneurship and 
improve employment opportunities in particularly 
depressed sections in the centres of large urban 
areas. 


(ii) Technology: 


In addition to emphasis on indigenous 
development, high priority has been assigned to 
increasing the production of skill-intensive goods 
and the application of the new technologies within 
the assisted areas. Despite the potential job losses, 
accelerating the application of new technology is 
critical to raising productivity and competitiveness 
in the poorer regions. One of the problems con- 
fronting regional policy is that the high technology 
industries are only footloose to the extent that they 
are less dependent on being close to either a supply 
of raw materials or a particular market. In the 
OECD they have concentrated in a few areas 
where there are research laboratories and highly 
skilled personnel. 


To help counter this concentration, a number 
of experimental policies have been implemented to 
promote the development of technology centres in 
the poorer regions. Science parks have been used in 
the United States to stimulate the creation and 
growth of high technology enterprises in these 
regions. The Japanese have developed a strategy to 
create towns, called technopoles, which integrate 
industry, research and development and academic 
activity with attractive residential living. It is 
intended that each technopole will provide a 
technological focus point for a region and improve 
its ability to adopt and develop new technologies. 


(iii) Service Sector: 


Until recently, regional policy in the OECD 
has more or less adopted a neutral stance towards 
the service sector. In spite of this, the highest rate 
of increase in jobs in the EEC’s peripheral regions 
has been in this sector. There is some evidence from 
the British experience, however, that the peripheral 
regions may become excluded from future growth 
in the more advanced and innovative parts of the 
service sector as activity there is becoming increas- 
ingly controlled by large firms located in the more 
prosperous metropolitan areas. 

There is reason to believe that regional policy 
can influence the spatial development of this sector. 
For example, there is evidence from the United 
Kingdom and Denmark that firms providing 
producer services (advertising, banking, finance 
and transportation, for example) are willing to 
locate in the assisted areas. There is also scope for 
indigenous development in this sector. 


4.3 New Policy and Program Directions 


This section focuses on general orientations 
rather than specific recommendations concerning 
policy and program design. The areas discussed 
represent an agenda on which further development 
work is warranted over the coming months as a 
means of refocusing our regional development 
efforts. The scope of this work emphasizes the 
importance of viewing regional development in 
terms of a broad policy framework extending 
beyond sectoral policies. 


4.3.1 Transfers and Incentives 


As noted earlier, the level of personal trans- 
fers to individuals has increased to the point where 
these expenditures, especially under the Unemploy- 
ment Insurance (U.I.) program, overshadow the 


resources applied to development and wealth 
creation. But this is not only a matter of the alloca- 
tion of financial resources; the operation of the U.I. 
system also affects the climate for development and 
the incentive which individuals and businesses face 
in achieving greater self-reliance. 

The U.I. system has been the subject of a 
recent federal Commission of Enquiry (Forget) and 
forms one part of the review undertaken by the 
Newfoundland Royal Commission on Employment 
and Unemployment (House). These reviews make 
clear that U.I. is playing a major role in supple- 
menting low incomes, a role which goes beyond 
that of income maintenance for those between jobs. 
The income supplementation role cannot be 
ignored because it reflects the social reality of 
inadequate household income and lack of employ- 
ment opportunity, particularly in high unemploy- 
ment regions and in rural areas where seasonal 
employment is prevalent. This is why proposals to 
reform U.I., such as the annualization proposal of 
Forget, taken in isolation have been opposed by 
many in less-developed regions where U.I. is a 
mainstay of income and expenditure. 

Equally, however, the.status quo is unhelpful 
from a development standpoint because of the 
pervasive effects of the U.I. system on patterns of 
work and behaviour. In higher unemployment 
regions, the consequence of regionally sensitive 
criteria for eligibility and benefits is to create 
incentives in favour of short-term employment by 
individuals, maximization of the unemployment 
benefits and disincentives to long-term re-employ- 
ment. 

The House Commission Report points to the 
manner in which the entrenchment of the U.I. 
system can undermine serious efforts towards long- 
term employment. Effective development efforts 
depend upon shared values in the community or 
region, relating work to self-reliance. Extensive 
reliance on the U.I. system affects habits of work 
where the work is not regarded as “real work” but 
as a device to get stamps. The system has dis- 
couraged some productive educational alternatives 
and rewards conformity to the system rather than 
initiative and self-employment. The presence of the 
system also tends to focus the work of local level 
development groups on short-term employment 
devices and diverts the energy of local communities 
from a longer-term focus on business opportunities. 


The irony, if not tragedy, of the situation that 
has developed since the U.I. changes of the early 
1970s is that this system draws down large-scale 
financial resources to compensate for under- 
development at a time when resources for longer- 
term development efforts are severely constrained. 


We are not in a position to propose specific 
changes to the U.I. regime, which is already the 
subject of public debate. More importantly, it is 
apparent that U.I. reform cannot be examined in 
isolation from social policy and tax reform because 


it is inextricably linked to issues of income security. 


We strongly recommend, however, that discussion 
of reforms to the U.I. system become a priority 
item for the regional development agenda. In 
particular, we would urge that ways and means of 
achieving income supplementation be considered in 
parallel with the income maintenance function of 
U.I. Further, we believe that reforms that would 
incorporate incentives for U.I. recipients to pursue 
self-development measures — whether through 
education and training, mobility or self-employ- 
ment — be further advanced. Because of the com- 
plexity of the subject and the need for a variety of 
expertise, we believe it is essential for this work to 
proceed in a way that enables both the social policy 
and regional development objectives to be con- 
sidered in concert, along the lines adopted by the 
House Commission. 

Given the level of resources now being com- 
mitted to U.I. to compensate the unemployed, it 
seems inconceivable that incentives to employment 
cannot be more effectively built into the system to 
give greater encouragement to earned income, 
accompanied where necessary by income sup- 
plementation. In the absence of such incentives, 
regional development efforts will continue to face 
major constraints in terms of the operation of 
labour markets and the availability of resources. 


4.3.2 Education and Training 


The examination of the future economic 
environment for regional development emphasized 
the role which knowledge-based industries and 
information control technologies will play in 
reshaping the workplace and the role which small 
businesses and entrepreneurship will play in 
employment and wealth creation. The issue is how 
successfully the national and regional economies 
can respond to these changes. Part of the answer 
lies in the effectiveness of the education and train- 
ing systems and their ability to endow and re- 
endow individuals with values and skills that are 
relevant to employment and wealth creation. 


Educational attainment and earned income 
and employment are correlated. Educational 
attainment in Canada is lower in less-developed 
areas, notably rural areas and areas of high unem- 
ployment. It appears that the resources, materials 
and the overall quality of education available to 
school-age children differ significantly among and 
within regions and that this has an important 
bearing on their ability to become economically 
self-reliant. 

Against this background of uneven educa- 
tional attainment is the prospect that, in the longer 
term, the economic performance of regions will be 
increasingly related to the skills and adaptability of 
the workforce. This calls for an understanding of 
and commitment to education and training as an 
investment at least as important as capital invest- 
ment, and for an approach to curriculum design, 
career counselling and retraining consistent with 
the need for a flexible workforce. Equally impor- 
tant is the need to encourage the characteristics of 
self-instruction and initiative associated with 
entrepreneurship, and to encourage investment in 
regional centres of business administration capable 
of sustaining a competitive international standard. 

One concern frequently raised is that the 
benefits of substantial provincial investment in 
education and training are not fully captured 
within the region due to the mobility of more 
qualified individuals to regions with stronger 
economic performance. This reality represents part 
of the rationale for an active role by the national 
government in the financing of post-secondary 
education and training. In this regard, account 
needs to be taken of the regional costs and benefits 
and of the capacity of the private sector to take on 
a significant role in the providing of training. 

From the standpoint of investment decisions 
by corporations, traditional industrial and regional 
development programs have focused on financial 
support for capital investment in plant and equip- 
ment. As noted earlier, in section 2.2, experience in 
Canada indicates that large-scale locational incen- 
tives of this kind appear not to have been a cost- 
effective instrument in terms of the objectives of 
regional development. Moreover, locational incen- 
tives represent a visible domestic subsidy practice 
in the context of freer trade. 

By contrast, the availability of a trained 
workforce, coupled with the availability of training 
and research centres in an area, is likely to be a 


major consideration in business investment deci- 
sions, particularly new investment in knowledge- 
based technologies. Public investment in human 
capital and educational technologies — whether 
through generalized support for education and 
training or through customized packages related to 
specific business investments — has to be viewed as 
a key element of regional development policy. They 
should, therefore, be incorporated into regionally- 
based development strategies and federal-provincial 
programing. 

The process of adaptation to the changing 
needs of the marketplace reinforces the notion of 
education and training as a continuing process. 
While modernization of the educational system.is a 
prerequisite, consideration should also be given to 
incentives that encourage individuals to invest in 
their own retraining during their working life. It 
appears anomalous, for example, that tax incen- 
tives are available to individuals to save for retire- 
ment income but not to save for education and 
training that may be required during working life; 
also that tax incentives are available for investment 
in income-producing assets but not, for example, 
for investment in the education and training of a 
spouse at a time when more women are seeking re- 
entry into the labour force. 

In short, we take the view that over the next 
decade the basic objectives of regional development 
are likely to be better served by appropriate invest- 
ments and modernization of the education and 
training system than by financial support for large- 
scale capital investment in established sectors and 
firms. Accordingly, we believe that governments at 
all levels should more fully integrate their human 
resource and economic development strategies and 
give more prominence to issues of flexibility and 
adaptation. In the final analysis these are employ- 
ment and people issues and can best be addressed 
from this perspective. In addition, to ensure rele- 
vance, the design and operation of the education 
and training system itself requires a high degree of 
flexibility to enable and encourage the active 
participation of the communities and individuals it 
is intended to serve and to allow for more 
experimentation at the local level. In this latter 
respect, a strong case can be made that more 
resources should be made available to community 
development groups for their own training needs in 
developing and implementing local development 
strategies. 


4.3.3 Innovation and Technology 


In our view of effective regional development 
policies and programs, we were overwhelmingly 
impressed by the role which innovation and tech- 
nology will play in shaping the economy and by the 
potential it offers for structural improvement to the 
weaker regional economies. On the other hand, 
there is a possibility that market factors alone will 
encourage a new regional disparity related to 
“technological endowment” backed by public 
resources. 

While we recognize the central importance of 
innovation and technology to Canada’s interna- 
tional competitiveness and to larger firms with 
internal research and development resources, we 
have focused our attention on their role in regional 
development, with emphasis on the smaller firm, 
which is likely to play a more critical role in wealth 
creation in disadvantaged regions. 


In this respect, we were particularly struck by 
the approach and program philosophy underlying 
the Industrial Research Assistance Program 
(IRAP) of the National Research Council as a 
model which has evolved on the basis of experience. 
IRAP can be viewed as somewhat analogous to the 
farm extension service in the agricultural sector in 
bringing technical know-how and expertise to bear 
on the real needs of the agricultural producer. 
Essentially, the IRAP model operates from the 
premise that technology exists for the firm and that 
the needs of the smaller firm in respect of access to 
technology are distinct from those of large, more 
self-sufficient firms. IRAP effectively provides a 
connector between the market demands and oppor- 
tunities facing the firm or entrepreneur and a 
technological network of knowledge and expertise 
that needs to be accessible and useful to the firm. 

Of particular importance is the capacity of the 
IRAP program to bring a decentralized client- 
based approach to problem solving. This enables 
the firm to access a much wider and often interna- 
tional reservoir of up-to-date technology and apply 
it to product and process needs dictated by the 
competitive requirements of the marketplace. The 
IRAP model enables the firm to buy technology on 
an as-required basis as an alternative to less cost- 
effective investment in in-house research and 
development. 


Equally important from a cost-effectiveness 
standpoint has been the ability to draw on a range 
of expertise, whether resident in NRC, provincial 
research organizations (PROs) or universities. The 
program delivery system entails minimal transac- 
tion costs to the firm in terms of time and adminis- 
trative cost. We believe the IRAP model represents 
an appropriate approach to the central issue of 
technology diffusion among smaller firms (as 
vehicles of employment and wealth creation) and a 
tested building block for renewed efforts along 
these lines. Linkages to national and regional 
research centres are an essential feature of this 
approach. 

In terms of regional centres, provincial 
research organizations have developed a role as 
intermediary institutions between government, 
research establishments and industry. Generally, 
the thrust of public policy in respect of innovation 
has been to emphasize the role of the private sector 
as the vehicle for market-sensitive research and 
development. In those regions where technology- 
intensive businesses in the private sector are less 
prevalent, PROs should be encouraged to evolve 
further toward a contact — resource for industry 
role in order to bring about the concentration and 
critical mass necessary for market orientation. 


The strategy of building upon strengths can be 
a double-edged sword in the area of innovation and 
technology. Certainly, it is highly desirable to seek 
a measure of regional specialization which accords 
with the economic characteristics of the region 
from the standpoint of appropriate technology. But 
this can too easily become an overwhelming 
rationale for reinforcing existing regional strengths 
and lead to a tendency to dismiss smaller-scale 
opportunities in less advantaged regions as rela- 
tively marginal. Structural improvement to offset 
regional disparities requires a more proactive and 
sustained role by government in concert with 
research institutions and the private sector in 
weaker regions to pursue new areas of technologi- 
cal specialization. This inevitably implies some 
risks, some additional costs and a willingness to 
move to some greater decentralization of govern- 
ment research activities. It also implies a deter- 
mined effort by government in respect of major 
procurement contracts, to devise more effective 
means for the private sectors to carry out regional 
sub-contracting. 

In view of the role which university research 
plays in establishing building blocks for innovation 
and technology, the potential for long-run eco- 
nomic benefits accruing to regional economic 


development from the funding provided by the 
National Science and Engineering Research 
Council (NSERC) is considerable. However, the 
present delivery system tends to reinforce the 
stronger centers rather than disseminate the 
benefits. Research laboratories are active in fields 
which hold promise in terms of commercial 
applications but require longer periods of sustained 
funding, whether in genetic engineering, informa- 
tion technologies, advanced materials or environ- 
mental management. These activities are not 
inherently constrained in terms of location by 
traditional factors such as transportation costs or 
market proximity; they are potentially more 
“footloose” than traditional business investment. 

A range of measures to promote innovation 
and technology, pursued in a proactive way to 
encourage existing and new areas of regional 
specialization, need to be awarded high priority on 
the regional development agenda. This means a 
much closer interaction in developing regional 
strategies among traditional development agencies 
and national and regional research institutions, 
universities and the private sector. Networking 
among the players at the regional level rather than 
new machinery for coordination is likely to be more 
productive of relevant initiatives. 


4.3.4 Entrepreneurial Development 
and Small Business 


Our review has emphasized in the strongest 
terms the central role of business formation and 
entrepreneurship in creating income and employ- 
ment. We further recognize that federal and 
provincial ministers responsible for small business 
are already engaged in a wide-ranging process of 
review and discussion of such issues as small 
business financing, management services, business 
regulation and paperburden. 

The dominant role of small business in 
employment creation over the last decade has 
occurred in all regions and has been associated 
particularly but not exclusively with the expansion 
of the service sector. While a significant part of 
service sector growth has been at the retail and 
consumer service level, the service sector also 
comprises a wide range of sophisticated business 
services related to the manufacturing and process- 
ing sectors and to trade, finance, transportation 
and communications. There is also the prospect of 
growth in service firms related to the delivery of 
programs in health, education and community 
services. All the evidence suggests that this trend of 


service sector expansion will continue over the next 
decade and that small businesses will form a major 
part of that expansion. Development in the market- 
place will be conducive to small business growth. 

Small business expansion has also been 
significant in less advantaged regions and in 
smaller communities with relatively high unem- 
ployment rates and established patterns of seasonal 
employment. These businesses represent a crucial 
and potentially fragile resource in achieving more 
self-reliance and less dependence of government 
transfers or ““make work” programs in these areas. 

Small businesses are not “‘little big 
businesses” and their characteristics and needs 
have to be addressed accordingly. On the basis of 
our review, much small business suffers from 
undercapitalization and management limitations, 
both of which affect access to financing and success 
rates during the early life of the business. Tax and 
financing measures have sought to address the 
financial start-up and expansion needs of small 
business and a good deal of further work and 
“experimentation is underway concerning mech- 
anisms to provide pools of financing to small 
business and venture capital activities by institu- 
tions such as the Federal Business Development 
Bank (FBDB). 


Generally, direct assistance programs work 
best when their design and delivery is relatively 
simple and non-discretionary, so paperburden and 
administrative requirements and delays are mini- 
mized. Beyond this, there is increasing evidence 
that small businesses benefit from efficient local 
access to networks of services in areas such as 
financial counselling, business planning and mar- 
keting which are most effectively provided by local 
firms or development groups having private sector 
expertise and experience in these areas. The situa- 
tion is somewhat analogous to the issue of tech- 
nology access referred to earlier in relation to the 
IRAP program. In a situation where an infrastruc- 
ture of small business management services is not 
readily available, public investment in these ser- 
vices appears to be a cost-effective means of 
encouraging and accelerating the process of start- 
ups and expansion. In respect of marketing, this 
local infrastructure neéds to be linked to networks 
capable of providing regional, national and interna- 
tional marketing information and support activities 
capable of responding to firm-specific require- 
ments. 


Entrepreneurial success reflects certain values 
and personal skills among the individuals con- 
cerned. The response to the efforts to encourage 
entrepreneurial activity and development in Que- 
bec — for example the program currently mounted 
in the surrounding region by Laval University — is 
impressive. Without undervaluing the importance 
of business schools, it is apparent that in the 1960s 
and 1970s our educational and business system 
placed a premium on the MBA as the role model 
for a business career and that comparable attention 
has not been given in the schools or elsewhere in 
the post-secondary system to the skills and values 
necessary for successful entrepreneurship. Some 
argue that the consequence has been to increase the 
supply of MBAs as employees of larger corpora- 
tions at a time when the marketplace is creating 
more opportunity and need for owner-operators 
who may succeed in spite of, rather than as a 
benefit of, their education and training. Some 
initiatives are being taken to address the “young 
entrepreneurs” issue, but our conclusion is that the 
educational and training systems have not kept 
pace with socio-economic trends. 

Finally, measures to support small business 
should be generic, designed for the needs of small 
business without reference to sectors. Most govern- 
ments have already concluded that the exclusion of 
the service sector from small business assistance 
has no contemporary rationale. Indeed, we envisage 
increasing opportunities for service firms to emerge 
in the health, education and community service 
sectors, including firms that take the form of non- 
profit corporations. 

The basic conclusion we draw is that regional 
development objectives and regionally based 
development strategies need to take more explicit 
account of the requirements for entrepreneurial 
development and small business growth. High 
unemployment rates persist at unacceptable levels 
in many regions; female participation will increase; 
self-reliance means less dependence on government 
transfers; diversification objectives call for new 
avenues of business growth. All of these consider- 
ations point to the need for a new generation of 
Canadian entrepreneurs. 


4.3.5 Urban Growth and Regional Development 


The review of the future economic environ- 
ment noted the prospect of a continuing shift of 
income and employment from rural to urban areas 
and suggested that regional competition and 


comparative advantage in Canada will be based 
increasingly upon economic competition and 
specialization among urban centres. As observed 
earlier, in section 2.2, the role of urban growth has 
in general been neglected in regional development 
programming. 

Urban policy has been contentious because of 
the inherent jurisdictional issues and because it 
carries major financial implications associated with 
the modernization of infrastructure. A backlog of 
investment requirements has been identified by the 
Federation of Mayors and Municipalities and 
environmental considerations have again come to 
the fore. 

Urban-centered growth offers efficiencies and 
benefits in both developmental and amenity terms. 
It needs to become a more explicit component of 
regional development policy in Canada. This view 
has been reinforced by experience in the Winnipeg 
Core Area, the initiatives underway to enhance the 
role of Vancouver as a Pacific gateway and by the 
work of the advisory committee on the future of 
Montreal. 

In the context of an expanding service sector, 
a more knowledge-intensive economy, and an 
economy closely tied to flows of trade and invest- 
ment, particularly with the United States, the 
competitiveness of urban centres and the efficiency 
of their transportation linkages to other centres and 
major markets become significant factors for the 
regional economies. Knowledge-based industry 
investment gravitates to centres that are endowed 
with a supporting infrastructure of research institu- 
tions, a qualified workforce, access to specialized 
business services and adequate services for business 
travel. Locational choices by executive and profes- 
sional personnel are also affected by the amenities 
associated with urban centres. In short, dynamic 
urban centres possess a comparative advantage in 
attracting “sunrise” investment. 


If this development is left dependent on the 
marketplace and private sector investment deci- 
sions, there are implications for regional economic 
development that warrant attention. First, some 
balance has to be struck between healthy competi- 
tion and specialization between centres, if only 
because nearly all urban growth carries implica- 
tions and demands for public sector investment, 
particularly on provincial governments. Second, in 
a country of this size, distance is expensive and 
urban specialization can facilitate more cost- 
effective investments in transportation, which are 
substantially borne by governments. Third, “urban 
endowments” are, not surprisingly, uneven across 
regions; the less wealthy regions are clearly at a 
disadvantage, notwithstanding lower real estate 
costs and typically better access to recreational 
environments. Indeed, urban specialization is a 
more pressing need in these regions, where popula- 
tion size and transportation factors act as major 
constraints. 

It is apparent that these issues will present 
themselves unavoidably as changes in industrial 
structure manifest themselves as urban redevelop- 
ment issues. They will also arise as a more deregu- 
lated transportation environment leads to greater 
rationalization of transportation services, notably 
the substitution of trucking for rail and the 
development of “hub and spoke” air service 
between Canadian centres and with US. centres. 

Public policy consideration of these issues can 
usefully proceed only on the basis of cooperation 
and collaboration among all orders of government. 
The institutional arrangements surrounding the 
Winnipeg Core Area initiative involve both the 
public sector and the private sector and represent a 
major accomplishment in their own right. That 
experience argues for the value of explicit urban 
development strategies having a longer-term 
horizon with well-defined objectives. Although the 
costs have been significant, viewed as investments, 
they have brought substantial social and economic 
benefits and have positioned Winnipeg as a 
dynamic centre in terms of future development. 


5. CONCLUSIONS 


Over the years, a number of critics have 
concluded that Canada has lacked a regional 
development policy. The contention is superficial to 
the extent that economic development is every- 
where a regional phenomenon and that regional 
circumstances differ. The reality of economic 
development, however, requires an agreed frame- 
work or agenda so that the collective efforts of 
governments can be more effectively focused on the 
objectives of regional development. 


5.1 The Record 


With respect to the considerable level of 
criticism that has been directed towards regional 
development programing in the past, the following 
conclusions, drawn from our retrospective analysis 
of regional development practice and experience in 
Canada, deserve particular emphasis. 


—The resources applied specifically to regional 
development over the past 25 years have been 
small in relative terms. Expenditures for Canada 
were in the order of 3% of total federal economic 
expenditures and now are less than that. Greater 
expenditures could well have had significantly 
greater results. 


—Regional development efforts in the 1970s were 
effective and successful in the context of the 
amount of resources applied to them. The 
principal reason for success was that the 
majority of the funding was spent on the pro- 
graming designed to fit the specific needs of the 
areas in which it was applied (e.g., the FRED 
Agreements in their later format, and the Gen- 
eral Development Agreements were very flex- 
ible). It has also been shown that the actions of 
federal line departments can have a very much 
greater impact than specific regional develop- 
ment programs, because of their greater expendi- 
ture base. 


—The frequently expressed negative view of 
regional development programs is to a great 
extent due to the expectations raised by such 
programs. Results must be judged on the 
resources used to achieve them rather than on 
total needs. 


—Flexibility is vital to regional development. It is 
important to note that national programs that 
tend to support the status quo will, by definition, 
tend to increase regional disparities. 


—During the 1970s, the growth rate in slow- 
growth areas in Canada was at least at the same 
order as the growth rate of Canada as a whole. 
While this did not significantly reduce dispari- 
ties, it at least stopped them from increasing. 
Since the last recession, the recovery has not 
followed as rapidly in some slow- growth areas as 
in central Canada, so that disparities have once 
more increased. 


—Many of the negative consequences of national 
economic policy on regional development are, in 
fact, inadvertent and corrections would not 
necessarily have any cost implications. 


5.2 The Future 


The major focus of regional development 
should be measures to strengthen the capacity of 
regions to generate wealth, with special emphasis 
given to those regions characterized by long-term 
structural weakness in their economic base. 

From our review of the economic environment 
in prospect over the next decade, we concluded 
that: 


—overall, the resource sectors will account for a 
declining rather than expanding share of the 
contribution to earned income and employment 
growth in Canada’s regions; 


—the critical factor in international competitive- 
ness will be the application of technology to 
product and process; 


—the most pervasive trends in the structure of 
output and employment are the emergence of a 
dynamic and expanding service sector and of a 
vibrant small business economy; 


—small business and entrepreneurial development 
represent the most promising footholds for 
market-based development in all regions of 
Canada; 


—a continuing shift of income and employment 
from rural to urban areas is an inevitable conse- 
quence of economic change; 


—regional competition and comparative advantage 
in Canada will be based increasingly upon 
economic competition and specialization among 
urban centres; 


—traditional impediments to a more decentralized 
pattern of economic activity (namely market size 
and transportation costs) will be less of a deter- 
minant for the future of knowledge-based 


industries, but in the absence of concerted efforts 
to stimulate regionally based urban centres, the 
market consequences of structural change will 
increase regional disparity in Canada; 


—technological opportunity will accelerate the 
pace of economic change, reinforced by the flows 
of trade and investment; and 


—effective regional development policies need to 
place a premium on measures which promote 
flexibility and adaptability in the regional 
economies. 


With or without a bilateral trade agreement 
with the United States, some modification to 
regional development programing may be required 
to reduce the perception and possibility of trade 
distortion such as: 


—less reliance on large-scale locational grants or 
tax incentives for exporting firms (which com- 
plements our own view concerning their cost- 
effectiveness); 


—improved compliance with the concept of “gen- 
eral availability;” and 


—greater emphasis on general instruments in 
support of technology, innovation, education, 
training, infrastructure, small business and 
entrepreneurship. 


In the discussion of policy and program 
directions, we did not attempt to identify specific 
initiatives or program measures. It seemed to us 
more appropriate at this juncture, when regional 
development policy in Canada is the subject of re- 
assessment by governments, to take a longer-term 
perspective concerning the elements of a contempo- 
rary and forward-looking approach. 

We recognize that sectoral policies will 
continue to occupy a prominent place in economic 
development and that they have a large bearing on 
regional development. We also examined the 
experience with explicit regional development 
policies. A good deal of that experience, particu- 
larly in areas of joint federal-provincial program- 
ing, has been positive, but in terms of regional 
disparities, which have been at the core of the 
regional problem in Canada, progress in respect of 
structural improvement in support of wealth 
creation has been modest. Admittedly, the 
resources dedicated to this objective have also been 
relatively modest. 


In this report, we are suggesting that this past 
experience together with the economic and trade 
environment in prospect call for a broader-based 
approach to regional development and regionally 
based strategies — a new agenda. Our own assess- 
ment highlights what we believe to be key elements 
of that agenda — although no doubt there are 
others. Ours focuses on five main areas: 


——design of the transfer system in ways that 
encourage productive employment supported by 
income security measures; 


—reorientation of the education and training 
system as a key component of public investment 
in regional economic development; 


—diffusion of innovation and technology as a 
prerequisite for structural improvement of the 
less-advantaged regions; 


—promotion of entrepreneurial development and 
small business formation to support employment 
growth and wealth creation; and 


—urban specialization as a component of region- 
ally based development strategies. 


With respect to resource allocation and 
regional development, we examined four broad 
options in resource allocation and concluded that 
the selection of resource allocation criteria is 
directly related to the specification of regional 
development objectives and policy choices. 

On the question of national policies and 
regional development, we adopted an institutional 
perspective and concluded that: 


—yjoint planning and programing between the 
federal and provincial or territorial governments 
can provide an effective mechanism to reconcile 
national policies and regional development; 


—sectoral policies and programs are most respon- 
sive to regional development objectives when 
these objectives form part of the collective 
decision-making and priority-setting process of 
ministers; 


—regionally sensitive implementation of sectoral 
policies and programs works best when there is a 
significant degree of delegation to regional 
managers accompanied by flexibility in program 
design; 


—the regional effectiveness of government policies 
and programs is enhanced by advance consulta- 
tion with those who are the target client groups 
of the initiatives; and 


—efforts to strengthen the economic structure of 
less advantaged regions will require a proactive 
government role with the private sector, backed 
by resources and a willingness to innovate and 
experiment with policies and program design. 


Finally, implicit throughout our report is the 
view that regional development and economic 
federalism are part of the Canadian reality. The 
regional development agenda is a very broad one 
which does not lend itself to the narrow confines of 
government activity. A forward-looking regional 
development agenda needs to cast a very broad net 
to capture those elements which are most relevant 
to the achievement equity and prosperity. 

In our view, the essential task for Ministers at 
this juncture in the evolution of regional develop- 
ment policy in Canada is to re-cast the agenda with 
an eye to the future and to set in train policy and 
institutional changes to enhance structural change 
and flexibility in the regional economies. 
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ANNEX 1 


Terms of Reference 
Federal-Provincial Task Force on 
Regional Development Assessment 


Objective: To identify approaches and meas- 
ures which have been and will be 
effective in achieving the goals of 
regional development, in the past 
and for the next decade. 


Outline: The assessment will include: 


(1) regional development pro- 
grams; 


(2) the effect of policies estab- 
lished for growth and invest- 
ment in Canada on regional 
development; 


(3) the regional impact of sectoral 
policies and programs; 


(4) the influence of fiscal and per- 
sonal transfers on regional 
development; 


(5) experience from other jurisdic- 
tions. 


The review will also examine the 
part played by economic trends 
and developments in influencing 
the achievement of regional 
development goals. In particular, 
this review will address the ques- 
tion of how the economic environ- 
ment of the 1980s differs from the 
previous decade and what implica- 
tions this has for the selection and 
design of appropriate instruments 
for regional development in the 
decade ahead. 


Approach: 


Results: 


While comprehensive in scope, the 
approach to be undertaken by the 
Task Force in reviewing practice 
and experience in Canada, will be 
selective and qualitative. 


These considerations are essential 
in ensuring that the assessment 
produces a report to Ministers that 
is both timely and practical. 


The Task Force will prepare an 
interim report for the September 
meeting of Ministers and a final 
report by the end of the year 
together with a visual presentation 
of the main conclusion and special 
recommendations. 
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ANNEX 2 


Task Force Members 


Tim Andrew (Co-chairperson) 
Deputy Secretary to Cabinet 
Economic Policy and Programs 
Cabinet Secretariat 
Government of New Brunswick 


Frank Swift (Co-chairperson) 

Federal Economic Development Coordinator 
(FEDC) 

New Brunswick Office 

Atlantic Canada Opportunities Agency 

Government of Canada 


Neil Allison 

Director 

Program Development 

Strategic Planning and Economic Development 
Department of Industry, Trade and Technology 
Government of Manitoba 


Wilson Barfoot 

Director 

Intergovernmental Affairs Secretariat 
Government of Newfoundland and Labrador 


Paul Clarry 

Economist 

Sectoral & Regional Policy Branch 
Ministry of Treasury and Economics 
Government of Ontario 


Gordon DeWolf 

Senior Analyst 

Nova Scotia Office 

Atlantic Canada Opportunities Agency 
Government of Canada 


Brian Dick 

Senior Analyst 

New Brunswick Office 

Atlantic Canada Opportunities Agency 
Government of Canada 


Marc Ferland. 

Economist 

Ministére de |’ Industrie et du Commerce 
Gouvernement du Québec 


Peter Gardiner 

Economist 

Economic and Industrial Development Branch 
Ministry of Economic Development 
Government of British Columbia 


Steve Hollet 

Director 

Economic and Industrial Development Branch 
Ministry of Economic Development 
Government of British Columbia 


Walter Hordowick 

A/Director 

Industry Sector Policy 

Department of Economic Development and Trade 
Government of Alberta 


Michael Jenkin 

Director 

Economic Development Policy 

Department of Regional Industrial Expansion 
Government of Canada 


Elaine McCall 

Policy Analyst 

Policy Coordination 

Department of Economic Development and Trade 
Government of Saskatchewan 


Richard Shaffner 

Policy Analyst 

Policy Development Section 
Department of Development 
Government of Nova Scotia 


Michel Therrien 

Agent de Recherches 

Direction des Etudes et politiques régionales 

Office de Planification et de développement du 
Québec 

Gouvernement du Québec 


Jerry Steele 

Associate Secretary for Intergovernmental Affairs 
Policy Board 

Government of Prince Edward Island 


Mike Wood 

Research Assistant 

Economic Policy and Programs 
Cabinet Secretariat 
Government of New Brunswick 
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ANNEX 3 
Past Resource Allocation Trends 


Regional development can be viewed in 
narrow terms or in very broad terms. In a country 
like Canada, where regional diversity is pro- 
nounced, a strong argument can be made for 
examining regional development and the resources 
allocated to it in very broad terms. 

To quote Mario Polése (“Patterns of Regional 
Economic Development in Canada: Long-Term 
Trends and Issues”) *: “A full-blown regional 
development policy for Canada would take into 
account the regional consequences of all federal 
and provincial programs.... We must accept that 
direct regional policy is only one of the many 
policies, and not necessarily the most important 
one, influencing regional development in Canada.” 
(p. 25) 

Unfortunately, such an approach is messy. 
Expenditures on regional development do not fit 
into neat boxes and what some may consider to be 
a regional development expenditure others may 
not. 

In a sense, all government expenditures affect 
the development of regions, as do varying levels of 
taxation across the country. A complete study of 
regional development within the Canadian context 
would take taxation levels and consumer expendi- 
ture patterns into consideration. However, these 
factors are well beyond the scope of this section, 
the purpose of which is to review government 
expenditures, both on individuals and regions. 
These expenditures have traditionally had the 
greatest impact on regional development. 

Two broad types of expenditures are identified 
— expenditures on individuals and expenditures on 
regions. Under expenditures on individuals, we 
include expenditures made directly to individuals 
within regions by one of the three orders of govern- 
ment and expenditures which affect individuals 
indirectly through transfers from one level of 
government to another. Under expenditures on 
regions, we include those expenditures which are 
normally considered regional development expendi- 
tures (e.g., the Industrial and Regional Develop- 


* William J. Coffey and Mario Polése, eds., Still Living 
Together: Recent Trends and Future Directions in Canadian 
Regional Development. Institute for Research on Public 
Policy, Montreal, 1987, pp. 13-31. 


ment Program and Economic and Regional 
Development Agreements), grants and subsidies 
and tax expenditures. 

For the purposes of this annex, region is 
defined as province. 


A. Transfers to Individuals 


Direct expenditures on individuals within 
regions include payments under the Unemployment 
Insurance (U.I.) program, Family Allowances, 
pensions of various sorts and welfare allowances. 
These expenditures are considered direct because 
they end up in the hands of individuals as an 
income supplement. They are the safety net which 
prevents individual or family incomes from disap- 
pearing altogether. 

The Interim Report of the Task Force noted 
the role played by personal transfers in closing the 
income gap between the poorer and richer prov- 
inces. It also pointed to the dependency created by 
these types of transfers and noted that expenditures 
on employment and wealth-creating activities were 
only a small fraction of total federal transfer 
payments. 

Transfers to individuals are allocated, for the 
most part, on the basis of standard criteria of 
eligibility which apply everywhere in the country. 
The exceptions are Extended Unemployment 
Insurance Benefits, which take into consideration 
economic conditions within a province, and fisher- 
men’s U.I. benefits, which have a strong regional 
component affecting the Atlantic Provinces and 
British Columbia. Variations in per capita pay- 
ments among provinces can be attributed in part to 
regional differences in some programs but, for the 
most part, are explained by differing economic 
conditions and the age structure of the population. 
In 1984, transfers to individuals by the three levels 
of government amounted to nearly $54 billion, of 
which payments by the federal government 
accounted for 55%, payments by the provincial 
governments 33% and payments by local govern- 
ments 1% (with the remaining 11% being payments 
under the Canada and Quebec Pension Plans). 

Transfers to individuals by all levels of gov- 
ernment increased dramatically in real terms 
between 1969 and 1984. Only a small proportion of 
the increase is attributable to changes in the 
Unemployment Insurance program. Almost all 
types of transfers to individuals increased during 
this period. As a proportion of the national average, 
the position of the Atlantic Provinces has improved 
since 1974 (from 27% above the national average 


Table 1 


Federal, Provincial, Territorial and Local Transfer 
Payments to Persons, $ per Capita 
(Constant Dollars, 1981 = 100)* 


1969- 1974- 1979- 

1973 1978 1983 1984 
Newfoundland 1,256 1,960 DMN 2,494 
Prince Edward Island 1,094 1,606 1,877 2,299 
Nova Scotia 964 1,421 OF 1,876 
New Brunswick 99] 1,539 ea 2,038 
Quebec 890 1,431 22 2,026 
Ontario 884 1,147 e322 1,547 
Manitoba 88 | 1,149 1,398 1,663 
Saskatchewan 861 1,249 1,633 1,949 
Alberta 887 1,092 1,382 1,805 
British Columbia 996 S75 1,562 1,918 
Yukon/N.W.T. 531 995 1,205 1,631 
Canada 912 1,291 1,520 1,811 


* Deflated by GNE deflator 
Sources: Statistics Canada, 13-201, 13-213 


to 16% in 1984). By then, the 1971 and 1972 
changes in the Unemployment Insurance Act had 
taken effect. Quebec, on the other hand, has moved 
from a position of payments below the national 
average to payments above the national average, 
while Ontario’s proportion has continued to fall. In 
the Prairies, Manitoba’s proportion has continued 
to decline while Saskatchewan has gone from below 
average payments to above average payments. 
Alberta, in 1984, was close to the national, after a 
long period of being below the national average. 
British Columbia has maintained above average 
payments from 1969 to 1984 while the Yukon and 
Northwest Territories have moved closer to, 
although they are still below, the average. 

Transfers from the federal government to 
individuals more than doubled on a per capita 
basis, in real terms, from 1969 to 1984. Similarly, 
transfers to individuals from provincial and local 
governments also more than doubled, per capita, in 
real dollars, over this period. The most dramatic 
increase in payments to individuals was through the 
Canada and Quebec Pension Plans with real per 
capita payments in 1984 being 10 times the 1969- 
73 level. Data for these transfers are given below in 
Tables 2-4. 


B. Transfers to Governments 


The link between transfers to governments 
and the welfare of individuals is far less direct than 
the link between transfers to individuals and 


individual well-being. A large proportion of trans- 
fers to other levels of government is for education, 
health and general government services (including 
regional economic development) which, it can be 
argued, benefit the individuals who consume these 
publicly supplied services. In total, transfers to 
other levels of government are about equal to 
transfers to individuals. In 1984, transfers from one 
level of government to other levels of government 
amounted to $49 billion, of which 60% was 


Table 2 


Federal Transfer Payments to Persons, per Capita 
(Constant Dollars, 1981 = 100)* 


1969/ 1974/ — 1979/ 
1973. W978i Wi 1983eeneenoe4 


Newfoundland 622 1,110 1,146 Sal, 


Prince Edward Island 807 1282. 1,318 SiS, 
Nova Scotia 690 1,002 1,088 1,258 
New Brunswick 676 1,077 1,150 1,380 
Quebec 493 799 855 989 
Ontario 513) 706 764 879 
Manitoba 590 766 916 1,106 
Saskatchewan 558 744 844 1,048 
Alberta 483 582 619 874 
British Columbia 649 870 924 is 
Yukon/N.W.T. 305 695 741 927 
Canada 546 UT 836 1,000 


* Deflated by GNE deflator 
Sources: Statistics Canada, 13-201, 13-213 


Table 3 


Provincial, Territorial and Local Transfer 
Payments to Persons, per Capita 
(Constant Dollars, 1981 = 100)* 


1969/ 1974/ 1979/ 
1973 1978 1983 1984 


Newfoundland 622 810 922 996 


Prince Edward Island 271 314 444 570 
Nova Scotia 225 311 350 379 
New Brunswick 298 401 453 487 
Quebec 378 564 734 834 
Ontario 3h 367 413 469 
Manitoba 271 Sh! 340 363 
Saskatchewan 285 442 659 mae 
Alberta 388 459 672 804 
British Columbia 327 437 501 Soe 
Yukon/N.W.T. 226 275 427 657 
Canada 346 446 $50 622 


* Deflated by GNE deflator 
Sources: Statistics Canada, 13-201, 13-213 


Table 4 


Canada and Quebec Pension Plans Payments to 
Persons, per Capita 
(Constant Dollars, 1981 = 100)* 


1969- 1974- 1979- 

1973 1978 1983 1984 
Newfoundland 1] 4] 84 121 
Prince Edward Island 16 60 114 154 
Nova Scotia 23 79 149 203 
New Brunswick 17 62 124 17] 
Quebec 19 68 132 201 
Ontario DD 75 146 199 
Manitoba 20 W2 142 194 
Saskatchewan 18 64 130 179 
Alberta 16 si 90 126 
British Columbia 19 68 1 337/ 19] 
Yukon/N.W.T. 0 23 2y7/ 47 
Canada 19 68 133 188 


* Deflated by GNE deflator 
Sources: Statistics Canada, 13-201, 13-213 


accounted for by transfers from provinces to local 
governments and the remaining 40% by transfers 
from the federal government to the provincial 
governments. Transfers to governments for the 
years 1969 to 1984 are given in Tables 5 and 6. In 
real terms between 1969 and 1984, per capita 
transfers from the federal government to the 
provincial governments almost doubled and per 
capita transfers from provincial governments to 
local governments, over the same time period, 
increased about 80%. As was evident with respect 
to transfers to individuals, the Atlantic Provinces, 
in proportionate terms, have been moving closer to 
the Canadian average, although they are still quite 
a distance from it. 

Transfers from provincial governments in the 
Atlantic Provinces to local governments, which 
were substantially below the Canadian average in 
1969, had moved much closer to the Canadian 
average by 1984. Quebec has changed from a 
province with below average transfers from the 
federal government in 1969 to one with above 
average transfers in 1984. Throughout the period, 
Quebec maintained its transfers to local govern- 
ments above the average for Canada. In Ontario, 
transfers from the federal government fell steadily 
from 1969 to 1984 as a proportion of the Canadian 
average while the province’s transfers to local 
governments remained close to the average for 
Canada. The pattern in the Prairie Provinces is 
mixed, with transfers from the federal government 
falling as a proportion of the Canadian average in 


Table 5 


Transfers from the Federal Government to 
Provincial and Territorial Governments, 
$ per Capita 
(Constant Dollars, 1981 = 100)* 


1969- 1974- 1979- 


1973 1978 1983 1984 
Newfoundland 993 1231 1,329 1,297 
Prince Edward Island 1,055 1,533 1,518 1,897 
Nova Scotia 728 il O7/ 1,097 1,098 
New Brunswick 798 1,067 We S7/ 1,186 
Quebec 424 602 726 826 
Ontario 32) 412 369 421 
Manitoba 53333} 747 84] 903 
Saskatchewan 562 567 580 554 
Alberta 378 502 419 491 
British Columbia 293 423 425 516 
Yukon/N.W.T. 2,617 4,698 6,023 6,604 


Canada 426 Syl 595 660 


* Deflated by GNE deflator 
Sources: Statistics Canada, 13-201, 13-213 


Table 6 


Transfers from Provincial and Territorial 
Governments to Local Governments, 
$ per Capita 
(Constant Dollars, 1981 = 100)* 


1969- 1974- 1979- 

1973 1978 1983 1984 
Newfoundland 297 430 509 602 
Prince Edward Island 486 747 887 952 
Nova Scotia DoD 804 888 933 
New Brunswick 304 410 511 587 
Quebec 22 996 1,085 1,091 
Ontario 718 874 908 980 
Manitoba 569 731 793 US| 
Saskatchewan 505 739 853 1,103 
Alberta 684 893 1,278 1,294 
British Columbia 540 692 703 721 
Yukon/N.W.T. 491 716 898 1,290 
Canada 651 849 937 983 


* Deflated by GNE deflator 
Sources: Statistics Canada, 13-201, 13-213 


Saskatchewan and Alberta and increasing in 
Manitoba. Both Alberta and Saskatchewan 
increased their transfers to local governments, 
relative to the Canadian average, whereas transfers 
to local governments in Manitoba continued to fall. 
Transfers from the federal government to British 
Columbia remained well below the Canadian 


OS 


average for the entire period while transfers from 
the provincial government to local governments 
also remained well below the average. The most 
dramatic increase in federal transfers was to the 
Yukon and Northwest Territories, where special 
conditions prevail. 

Two allocative mechanisms operate federally 
to effect transfers to the provincial governments. 
Some payments (Established Program Financing 
and Canada Assistance Program, for example) are 
made at the same per capita level across the coun- 
try. Other payments, notably equalization, are 
made on the basis of fiscal capacity (representative 
tax standards). The result is widely divergent 
payments to provinces, inversely related to provin- 
cial economic conditions. 


C. Regional Development Expenditures 


Both the federal and provincial governments 
provide assistance to develop industry within the 
various regions of Canada. They are the expendi- 
tures which are traditionally regarded as regional 
development expenditures. An argument can be 
made, however, that expenditures on primary 
industries and other sectors (energy, transporta- 
tion, research and development, etc.) also have a 
considerable impact on regions and, within a 
broader definition of regional development, should 
be included. As well, tax expenditures cannot be 
excluded. 


i) Federal Programs 


The two largest federal programs targeted to 
regional development are DRIE’s Industrial and 
Regional Development Program (IRDP) and the 
federal/provincial Economic and Regional Develop- 
ment Agreements (ERDAs). DRIE also adminis- 
ters programs such as the Defence Industry Pro- 
ductivity Program, Export Development Program, 
Canadian Industrial Renewal Board and other 
similar initiatives — which are aimed at industrial 
development within the various regions of Canada. 
Information on these programs is given in Tables 7 
to 9. 

Expenditures under DRIE’s industrial incen- 
tive programs have decreased in real terms from 
about $9 per person in 1969/70-1973/74 to about 
$4 per person in 1984/85-1985/86. Expenditures 
have decreased in all provinces, except Prince 
Edward Island, Ontario and in the territories. 
Expenditures under the General Development 
Agreements and the Economic and Regional 


Table 7 


DRIE Industrial Incentive Payments 
(ADIA, RDIA, IRDP), 
$ per Capita 
(Constant Dollars, 1981 = 100) 


1969/70- 1974/75- 1979/80- 1984/85- 
1973/74 1978/79 1983/84 1985/86 
(annual (annual (annual (annual 
average) average) average) average) 


Newfoundland 9 6 1 3 
Prince Edward Island es 19 13 19 
Nova Scotia 34 15 11 4 
New Brunswick 43 16 11 7 
Quebec 10 8 7 4 
Ontario 3 1.5 i 4 
Manitoba 14 10 if qi) 
Saskatchewan ) 5 5 2 
Alberta 8 25 1 Z 
British Columbia 5 0.5 0.5 3 
Yukon/N.W.T. — 0.5 l | 
Canada 9 5) 4 4 
Source: DRIE 
Table 8 


GDA/ERDA Federal Expenditures by Province 
and Territory, $ per Capita, 
1974-1989 
(Constant Dollars, 1981 = 100) 


1974/75- 1979/80- 198 4/85- 
1978/79 1983/84 1988/89 
(annual (annual (annual 
average) average) average)* 
Newfoundland 126 74 80 
Prince Edward 
Island * * 400 165 124 
Nova Scotia 49 58 ST 
New Brunswick 82 66 yi; 
Quebec 17 16 13 
Ontario 2 3 3 
Manitoba 15 14 43 
Saskatchewan 15 19 16 
Alberta 5 3 4 
British Columbia 3 8 12 
Yukon/N.W.T. — 12 — 
Canada 16 14 14 


* Inflation projected at 4.5% annually 
* * Comprehensive Development Plan to 1983/84 
Source: DRIE 


Table 9 


Other DREE/ITC (DRIE) Program Expenditures, 
by Province and Territory, 
$ per Capita, 1979-1986 
(Constant Dollars, 1981 = 100) 


1979/80- 1984/85- 
1983/84 1985/86 
(annual (annual 
average) average) 
Newfoundland 8 2 
Prince Edward Island 14 5 
Nova Scotia S 3 
New Brunswick DS 9 
Quebec 15 ra 
Ontario 12 7 
Manitoba 5) 15 
Saskatchewan 4 5 
Alberta 0.4 D 
British Columbia 11 7 
Yukon/N.W.T. 42 54 
Canada 10 11 


Source: DRIE 


Development Agreements have pretty much held 
constant in real dollar terms at between $14 and 
$16 per person. Expenditures under the 
GDA/ERDA are skewed very strongly towards the 
Atlantic Provinces, although there has been an 
increasing tendency towards less deviation among 
the provinces and for the Atlantic Provinces’ share 
to decrease. Other industrial development pro- 
grams administered by DRIE favour development 
in other parts of the country, in particular Quebec, 
Manitoba and the territories. 

The total amount of resources allocated 
directly to regional and industrial development, at 
about $30 (constant 1981) per person per year, 
cannot be considered large when compared with 
the approximate $1,700 (constant 1981) per person 
per year in federal transfers to individuals and to 
provincial governments, or the approximate $1,600 
(constant 1981) in transfers from provincial and 
local governments to individuals and from provin- 
cial to local governments. The federal government 
does, however, spend large sums of money on other 
programs which have a regional impact. Informa- 
tion on these programs is included in Table 10. 

Energy programs have not been included 
because of the distorting effect of the Petroleum 
Incentive Payments, Import Subsidies and 
Petroleum Compensation Payments on regional 
expenditures and because expenditures under these 
programs tend to be unrelated to economic activity 


Table 10 


Federal Grants and Subsidies (excluding Energy), 
by Province and Territory, $ per Capita, 
(Constant Dollars, 1981 = 100) 


1969- 1974- 1979- 
1973 1978 1983 1984 


Newfoundland 65 102 122. 203 


Prince Edward Island 115 Day 214 265 
Nova Scotia 66 128 123 148 
New Brunswick 66 128 154 190 
Quebec 76 107 115 154 
Ontario 60 86 101 148 
Manitoba 74 110 140 182 
Saskatchewan 138 Die. 350 167 
Alberta 62 89 109 147 
British Columbia 31 54 75 116 
Yukon/N.W.T. 124 148 417 704 
Canada 67 101 118 156 


Source: Statistics Canada, special tabulation 


Table 11 


Federal Grants and Subsidies for Energy, 
by Province and Territory, 
$ per Capita, 
(Constant Dollars, 1981 = 100) 


1969- 1974- 1979- 
1973 1978 1983 1984 


Newfoundland — 107 273 408 
Prince Edward Island — 0 7 10 
Nova Scotia — 452 692 554 
New Brunswick — 368 769 241 
Quebec — 152 188 79 
Ontario — 1 28 HS 
Manitoba — 2 52 25 
Saskatchewan — — 70 370 
Alberta - 1 190 813 
British Columbia — 8 105 107 
Yukon/N.W.T. — 0 262 630 
Canada — ie 149 176 


Source: Statistics Canada, special tabulation 


within a region. Grants and subsidies for energy 
are shown separately in Table 11. 

Not including energy, federal grants and 
subsidies in 1984 were roughly six times the level of 
regional development expenditures on a per capita 
basis. Included in these grants and subsidies are 
payments to agriculture, fisheries, transportation, 
research and development, training, housing and 
other miscellaneous grants and subsidies. Expendi- 
tures vary more by province than by broad region, 


with Quebec and Ontario having about average per 
capita expenditures, the Atlantic Provinces some- 
what above the average and with a large variation 
among the Western provinces. 


ii) Tax Expenditures 


In total, 1984/85 tax expenditures amounted 
to $36 billion, with about $10 billion for businesses. 
The bulk of tax expenditures are directed to 
individuals, but they are frequently given to stimu- 
late economic activity. Little information exists on 
the regional distribution of tax expenditures; 
indeed, until the Report of the Task Force on 
Program Review (Nielsen Task Force) little 
information of any kind existed on tax expendi- 
tures. The Program Review study included regional 
distribution for three tax expenditures — the Invest- 
ment Tax Credit, Total Accelerated Depreciation, 
and Manufacturing and Processing Profits Deduc- 
tion. In total these tax concessions amounted to 
over $6 billion in lost revenue to the federal govern- 
ment. The regional distribution of the three tax 
expenditures (totalled) compared with the regional 
distribution of population is given in Table 12. 


Table 12 


Regional Distribution of Tax Expenditures 
and Population, 1985 


Tax Expenditures Population 

(%) (%) 
Atlantic Provinces 6.5 9.1 
Quebec 26:3 26.0 
Ontario 44.2 35.8 
Prairies 12.6 Lie5 
British Columbia 10.4 11.4 
Total 100.0 99.8* 


* Rounding error 


Source: Canada, Report of the Task Force on Program 
Review 


Quite clearly, tax expenditures, if the three 
programs for which a regional distribution is 
available are indicative of the overall distribution, 
are skewed towards Ontario, with both the Atlantic 
Provinces and Western Canada receiving less than 
their percentage share of population. 


tii) Provincial Government Expenditures 


Provincial government expenditures on 
natural resources, trade, and industrial and 
regional development totaled $5.5 billion in 1983, 


more than triple the 1969 level. Generally these 
expenditures account for 5-7% of total provincial 
government expenditures. Provincial government 
expenditures on natural resources for the sample 
years shown in Table 13 have been greater than 
those on trade and industrial and regional develop- 
ment. In some cases they are only slightly more, 
while in others the differences are significant. In 
Alberta, for example, in 1979, expenditures on 
natural resources accounted for 11% of total 
expenditures; those on trade and industrial and 
regional development amounted to only 1%. The 
Eastern provinces have tended to spend a greater 
share of their budget on trade and industrial and 
regional development, although, for the most part, 
the importance of this component of provincial 
budgets has increased over time for all provinces. 


Table 13 


Expenditures on Natural Resources as a 
Percentage of 
Total Expenditures 


1969 1974 909 1983 


Newfoundland Bail Ste 357 2.8 


Prince Edward Island 3.9 Ue Wes SS: 
Nova Scotia 3.4 3h3 553 4.2 
New Brunswick 5), Il pe 3.3 3.6 
Quebec 4.3 Sei 2.0 3.0 
Ontario DAG, DAO 2.6 eS 
Manitoba fe0 5)-3) 3.9 3.9 
Saskatchewan Sw 10.8 ey 8.5 
Alberta 5.6 Tei ete 19.1 
British Columbia 5.3) 5.6 4.4 4.4 
Average 4.0 4.0 4.6 5.4 


Expenditures on Trade, Industrial and Regional 
Development as a Percentage of 
Total Expenditures 


1969 1974 [979 1983 


Newfoundland 2.4 23) 4.0 1.4 
Prince Edward Island 2.9 4.2 783 3.3) 
Nova Scotia 2.0 2.0 4.5 2.0 
New Brunswick 1.1 Del D7 ST 
Quebec 0.7 0.7 Il? 15) 
Ontario 0.5 0.4 ileal 0.9 
Manitoba 0.8 0.8 2.8 15 
Saskatchewan 0.4 0.8 2.4 iil 
Alberta 0.6 1.0 0.3 1.2 
British Columbia 0.4 0.7 We? el 
Average 0.7 0.8 LES a3 


Source: Statistics Canada 68-207 Provincial Gov’t. Finance: 
Revenue and Expenditure 


On a per capita, constant dollar basis, expen- 
ditures on natural resources, trade, industrial and 


regional development vary greatly from province to 


province and year to year, as shown in Table 14. 
One trend is evident, however. Per capita expendi- 
tures on these items have increased over time, in 
many cases doubling the 1969 figures. The 
majority of provincial government expenditures on 
these programs have been directed towards the 
purchase of goods and services. Transfers to busi- 
nesses in the Western Provinces have become 
steadily larger over the last 15 years. For example, 
as shown in Table 15, transfers to businesses in 
British Columbia accounted for only 2% of total 
expenditures on natural resources, trade, and 
industrial and regional development in 1969. By 


Table 14 


Per Capita Provincial Government 
Expenditures on Natural Resources 
(Constant $, 1981 = 100) 


1969 1974 1979 1983 


Newfoundland 60 1533} 122) 94 


Prince Edward Island 45 191 2yil 169 
Nova Scotia 50 67 135 126 
New Brunswick 78 35) 87 Ie 
Quebec 62 87 96 109 
Ontario 38 43 63 59 
Manitoba 95 113 97 132 
Saskatchewan 70 234 37/2 288 
Alberta 96 193 453 879 
British Columbia 78 125 116 143 
Average 59 9] 129 176 


Per Capita Provincial Government Expenditures 
on 
Trade, Industrial and Regional Development 
(Constant $, 1981=100) 


1969 1974 179 1983 


Newfoundland 4] 61 128 49 


Prince Edward Island 45 ai 221 161 
Nova Scotia 30 4] 114 60 
New Brunswick 16 50 71 54 
Quebec 1] 15 39 53 
Ontario 8 9 wif 24 
Manitoba 10 16 69 50 
Saskatchewan 5 18 70 36 
Alberta 10 26 12 =) 
British Columbia 6 16 31 35 
Average if 17 42 4] 


Sources: Statistics Canada 68-207, 91-201 


1983 this proportion had risen to 20%. In the East, 
however, transfers to businesses have declined in 
relative importance. 


Table 15 


Transfers to Businesses as a Percentage of Total 
Expenditures on Natural Resources, Trade, 
Industrial and Regional Development 


1969 1974 L979 1983 


Newfoundland 15 30 Dy a) 


Prince Edward Island OS; 26 iI 13 
Nova Scotia 7/ 10 22 13 
New Brunswick 19) 3 19 1 
Quebec 16 27 26 34 
Ontario 5) 10 24 11 
Manitoba oa os 1 10 
Saskatchewan 7 26 19 49 
Alberta 2, 20 45 35 
British Columbia 2» 14 14 20 


Source: Statistics Canada, 68-207 


D. Conclusions 


Narrowly defined, federal and provincial 
regional development expenditures in 1984 . 
amounted to about $55 per capita (constant 1981 
dollars). If provincial expenditures on natural 
resources, federal tax expenditures for businesses, 
and federal grants and subsidies are included, the 
figure rises to about $700 per capita. The approxi- 
mate regional distribution of these expenditures 
($700 per capita) is given below. 

In the Atlantic Provinces and the Prairies, 
expenditures are larger than the proportion of 
population (by 2.4 and 9.7 percentage points 
respectively) whereas in Quebec, Ontario and 
British Columbia, expenditures are below (by 2.4, 
7.7 and 2.7 percentage points respectively). 


Table 16 


Approximate Distribution of Federal and 
Provincial Regional Development 
Expenditures, 1984 


(Per Cent) 
Atlantic Provinces HLS 
Quebec 23.6 
Ontario 28.1 
Prairies 28.2 
British Columbia 8.7 


Sources: Statistics Canada, 68-207, Statistics Canada special 
tabulation, DRIE 


Some features of the data presented in the 
preceding pages which are worth noting include: 


—the size and distribution of regional development 
spending varies considerably depending on the 
definition of what constitutes a regional develop- 
ment expenditure; 


—the Atlantic region has traditionally received a 
larger per capita share of regional development 
resources than other regions of Canada but when 
other expenditures (including tax expenditures) 


which have a regional development impact are 
included, the distribution becomes more even; 


—compared with past governmental expenditures 
on energy initiatives, resources allotted to 
regional development have been modest; and 


—provincial government expenditures on trade and 
industrial and regional development are about 
one quarter the level of expenditures on natural 
resources, reaching just over 1% of total provin- 
cial expenditures. | 
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